




INDIAN ECONOMICS 


By 

KEWAL KRISRAN DEWETT, 

M.A.t Ph,D., 

Prinoipal, Dyal Singh College^ New D^lhi 
Formerly Tlentdof t/te Depit- of Soanomica, Punf'ih Zinioeraity 
Author : •^Modern Economic Theory** ; 

**Text Book of Economic Theory** 

Oo-Author : **Introductory Economic^'* {Parte I & 11) 

ANT) 


(Late) GURU CHAR AN SINGH, 

If.A., P.E.S. (I) Bttd. 

Some time Frofeaaor of Ec Oovcrnmcnt College^ Uoehiarpur, 

Deputy Direotor of Public Inatructiovt lunjab 
Author ; •• Recent Trend »in Agrarian Beforme 
Co-author: -Introductory Economic^** (Parts J & 11) 




ABOUT THE NEW EDUION 


A cc^nprehensive and up-to<date text bocdc on Indian Eco> 
nomics running into the fifteenth edition. It contains an ana¬ 
lytical study of the current problems of Indian economy and 
gives exhaustive discussion on tl» burning economic tofncs of 
the day. A special feature of the 1965-edition is fh^ additimt 
of a chapter on the Nature of the Indian Economy and a size¬ 
able chapter on the problems of development and planning. 


PREMIER PUBUSHING GO. 


(S. CHAND & GO.) 


Rhiii Na^ar — 

Nbw Delhi 

Fountain — 

Dei.bi 

Mai tJiran Gate —- 

JULLUNDUB 

Hazratp;anj — 

Luckhow 

Lamington Road — 

Bombat 

Oancsh Chandra Ave. — 

CALOrrETA 


First 

Edition 

19M 

Second 

Edition 

1946 

Third 

Edition 

1948 

Fourth 

Edition 

1949 

Fifth 

Edition 

1951 

Sixth 

foduion 

1952 

Sf verUh 

Edition 

1954 

Eighth 

Edition 

1966 

Ninth 

Edition 

1958 

T'enih 

Edition 

1959 

Ehoenth 

Edition 

1960 


Rs. 13*50 (Bound} ^ 
Rs. 12*50 (Paper Back) 


t'uhliBhed by Pr^mi^r '^ublji^^g pv .\ 
printed at. 



•yggar. 









Contents 


CHAPTER I—NATURE OF THE INDIAN ECONOMY 

Introduction—India, a Stat*c Economy up to 1950 ^Econoniy on 
the Move-Why a Lag between Plan and Performance? . ..1—13 

CHAPTER II-NATURAL RESOURCES 

The Geographical Background—Effect of Geography on li^n 
Economy—^Forest Rescurces—Utility of Forests—Forest Polity— 
Mineral Resources—Mineral Policy—Power Resources—Hydro-Electric 
Resourcess—Hydro-Electric Developments—Indians. A Poor People in 
a Rich Country •• 14—33 


CHAPTER III—POPULATION 

Introduction—Slae and Density—Problem of Urbanization—Oc- 
cupat^jn or Livelihood Pattern—Sex Ratio—Expectation of Life—-Age 
Structure—Birth and Death Rate*—Growth of Population—Causes of 
the Great Increase—Population Problem m Tndiar—Is India Over- 
populated?—Population Policy. ...34—53 

• 

CHAPTER IV—SOCIAL INSTITUTIONS 

ImpOTtance of Social Institutions in Economic life—Caste Sys- 
leanr-Joint Family System—Laws Of Inheritance and Succession- 
Religious Inifluenoes. ...54—61 


CHAPTER V—A GENERAL SURVEY OP AGRICULTURE 

Imwrtanc© of Agriculture in Indian Economy—^Problem of Agri¬ 
cultural Production—Area and Production of Agricultural C^- 
modities—Our Agricultural Problem. ...62—69 


CHAPTER VI—OUR FOOD PROBLEM 

Nature of Food Problem—Grow-More-Pood CampaigDr-Food 
Drive under the Five-Year Plans—Recent Pood Situation. ...7(1—80 


Policy—Abolition ^ 


CHAPTER Vn-SYSTEMS 0P LAND TENiIre 

T^i]B?e>^ainindari 
its Problem anil. 


Introductlon--<RyDtwarl Te^ure-liilatua 
Tenure>~3>efect9 of Te-hancy Cultivatioi^ 

Eaanindarl—Tenantl* s' 



CHAPTER Vlll—THE UNIT OF CULTIVATION 

introduction—Unit of Cultivation or Ownership—Some Concepts 
Nif Holding—fiub-divlslon and Fragmentation—Causes ^ Sub¬ 
division and Fragmentation—Evils of Sub-division pd Fragmen- 
tation^Remernes—consolidation of Holding—Collective Farn^g— 
Co-operative Paiming—Celling on Land Holdings. 


...95—118 


CHAPTER IX—THE AGRICULTURIST AND HIS E^piPMENT 

Introduction—Soil Erosion—Livestock—Mechanisation of Agri¬ 
culture. —131 


CHAPTm X—AGRICULTURAL LABOUR 

The Problem—Agricultural Labour Enquiry—Rate of Wages 
Methods of Payments—Minimum Wages Act, 1948—^Agrarian Serf¬ 
dom and its Ftemedies—Bhoiodan. .132—141 

. CHAPTER XI—IRRIGATION 

Introduction—Kinds of irrigation Works—Multi-purpose River 
Projects—Benefits from River Projects—Development Programme- 
Danger of Irrigaticn—Waterlogging .142-155 

a 

CHAPTER Xn—MARKETING OF AGRICULTURAL PRODUCE 

Introduction—Essentials of Good Marketing—Present System of 
Market ng—^Regulatod Markets-Co-operative Marketing—Oovern- 
Measures to Improve Agricultural Marketing—Stabilisation of 
Agricultural Prices—Marketable Surplus—Role of Marketable Surplus 
In Economic Development. 156—176 

CHAPTER XIII—AGRICULTURAL FINANCE AND 
INDEBTEDNESS 

Introduction—Peasant’s Credit Requirements—^Agencies of Rural 
Finance—Magnitude of Indebtedness—Causes of Indebtedness—Conse¬ 
quences of Indebtetdness—Remedial Measures—Estimate of Indebted¬ 
ness Legislation—^Reserve Bank cif India and Agricultural Flij^mce— 
State Bank of India and Rural Credit—Rural Credit Survey—^Agri¬ 
cultural Refinance Corporation 177—201 

CHAPTER XIV—CO-OPERATION * 

Meaning—Origin and Development in India—Agncultural Credit 
Soc eties—Agricultural Non-credit Societies—Single vs. Multi-purpose 
Societies—Non-Agricultural Co-operation—Central Co-operative 

Societies—Long-term Credit and Land Mortgage Banks—Achievepients 

of Co-operation—Causes of Slow Progress—Suggestions for Streng¬ 
thening the Movement—Recent Trends—Co-operation and Planning, 

...202—229 


CHAPTER XV—COMMUNITY DEVELOPMENT 


Role ot State in Agriculture—Earlier Efforts at Rural Reconstruc¬ 
tion—Oommuruty Developmient Method—Main Features of Com¬ 
munity Development Projects—Suggestions for Improvement—^Agricul¬ 
ture in the Five-Year Plans. ...230—256 

' ClfAPTER XVI—LAND REVENUE 


Itotiwluctiaa—Permaneoat Settlement—Temporaiy Settlements— 
Zamhi^^ Settlement—Mfthalwazi Settlement—Sliding Scale SjStemn- 
^yptwail S;^8t^b—B{^{0f Assessme]:tt—Incidence of Land Revenue^ 


or Rent—Doe^ 


Land Revenue Sati^ the dan^ns of 



( vii) 


Taxation—Is Land Revenue Rent in the Ricardian 
Land Revenue System-Taxation Enquiry Cosmnistion 
Land Revenue. 

CHAPTER XVn—COTTAGE AND SMALL-SCALE INDCSTRIEIS 

Introduction—Rode off Stnall-Scale lndustr«s^ausa 
vlval-Handicaps end Rememes—Government Policy and 


CHAPTER XVni—SOME MAJOR INDUSTRIES 

Introduction—Cotton Mill Industry—Jute Industry—Ircm ^d 8 ^ 
Industry—Sugar Industry—^Public or State Enterprises—^Industrial De¬ 
velopment—RatlonallsatiOQ_ of Indian Industry—Industries ^ ^ 
Five-Year Plans. ' .../80—304 


CHAPTER XIX—INDUSTRIAL FINANCE AND MANAGEMENT 

Introduction—Financing of Small industruee—Financing of Large- 
’ scale Industry—Suggestions for Improving Industrial Finance—In¬ 
dustrial Pinanoe Corporation—State financial Corporations— 

National Industrial Development Corporatloin—industrial Credit and 
Investment Corporate on of India—^National Small Industries Cor-, 
poration—^Refinance Corporation—Industrial Deveiopraent Bank— 

Unit Trust-^Efiblein -Qf -Foreign Capita l-Foreign Capital 
Capital jE'orjriiaUcn^Mqn.agmg Agency system—Cnticigin off the 
Managing Agency—Managing Agency Reform ‘ . 305—337 


CHAPTER XX—INDUSTRIAL POLICY ^ 

Introduction—industrial Policy Statement, 1948—Policy State¬ 
ment, 1956—Industrial Policy under the Five-Year Plans—The In¬ 
dustrie's (Development and Regulation) Act, 1951. ..338—^345 


CHAPTER XXI—INDUSTRIAL LABOUR 

Introduction—^Labour Etficiency—Causes of Low ElBciency—^Factory 
Legislation—Social Security—^Lcgal Mimmum Wages--Industrial Dis- 
putes-,rSettlement of Disputes—^Trade Union Movement—Suggestions 
lor Strengthening the Movement- Labour Policy in Five-Year Plans. 

...346- 373 


• CHAPTER XXII—TRANSPORT—RAILWAYS 

Importance of Transport—Railways—Effects of Railways—Regroup¬ 
ing of Railways—Railway Finances—Railways in the Five-Year 
Plans—^Rail-Roadi Co-ordination. .374 ^334 

CHAPTER XXIII—ROAD TRANSPORT 

Benefits from Roads—Roads in Indiar—Defects in the Road Sys- 
f eon—Roads in the Five-Year Plansr— Motor Transport—^Nationaliz¬ 
ation of Road Transport 335 393 


CHAPTER XXIV—TRANSPORT IN INDIA—WATERWAYS 

AND AIRWAYS 

Waterways—River Transport—Development of Indian Navigation— 
Manm Transport or Shipping—Ship ng in the Five-Year Plans— 
Airways-^Natioinallsation cf Aviation ^ ’ ..884 _ 4 (fi 

CHAPTER XXV—THE TRADE OP INDIA 



( vili) 

Vdia and E.CJil ...4 U-mjm 

CHAPTER XXVI—^INDIAN FISCAL POLICY 

Introduction—Pol cy of Protecticur-Dangers of Prot^on~Dls- 
crlminatlnir Protectfom^Critique of Discriminating ^tection— 
Achievemmts of Protection—Present Fiscal policy—Fiscal Micy as 
an Instrument of Planning-India and international Trade Organis¬ 
ation. ...433-450 


CHAPTER XXVn—PROBLEMS OF CURRENCY AND EXCHANGE 

Indian Currency System in Outline—Indian Paper Currency-De¬ 
cimalisation of Co nage—Problem of the Ratio—^Devaluation— ^Revalu¬ 
ation-Problem of Sterling Balances—International Monetary Fund— 
India and the I.M.F.—Recent Foreign Exchange Difficulties—What is 
Unaccounted or ‘Black’ Money?—Sources oif ‘Black’ Monoy—Measures 
for Unearthing ‘Black’ Money—Is demonetisation a Smtable Remedy? 

...451—478 


CHAPTER XXVIII—BANKING SYSTEM 

Introduction—Constituents of the Indian Money Market—^The 
Village Money-lender—The Indigenonis Banking—Suggestions for Im- 
OTOvement—The indigenous Banker and the Reserve Bank—Jodnt- 
St<k Bankmg—Defects of Jomt-Staek Bankmg in Indiar—Banking 
RefOTm—Bill Market Scheme—^Reserve Bank’s Control over Banks— 
]^change Banks—State Bank of India—Reserve Bank of Ind'a—^Func¬ 
tions of Reserve Bank: General Functions—Central Banking Func¬ 
tions—^Achievements of the Reserve Bank—Where the Bank has 
Failed—Shortcomings of the Indian Money Market—Recent Trends 
in Banking—Rural Banking Facihties—Suggestions for Improvement— 
The Intematiioaial Bank for Reconstruction and Development—India 
and IBJRD.—Appendix, on Nationalisation of Banks. .479—526 


CHAPTER XXIX—PRICES IN INDIA 

Introduction—Effects of the Rise m Prices—Remedial Measures- - 
How Far Successful—Recent Price Situation—Price Podicy, .. 527—541 


CHAPTER XXX —PUBLIC FINANC E 

Introduction—Allocation of Revenues—the Background—Present 
AUocation^Is it in Conformity with the Pnnclples of Federal 
Finance?—^First Fmanoe Commission—Second Finance Oommission- 
Third Finance Oomna'ission —^Fourth F inance Commission-«-Tax 

Policy —Critical RevJew of the Indian "Tmandai System:--- 

.. .542—-558 


CHAPTER XXXI-4:ENTRAL FINANCE 

Introduction—Union Excise Duties—Income-tax—Ceilings on In- 
-ie-.^ustoms—Estate Duty—Tax on Capital Gains—Tax on Wealth— 
endlture Tax—Gift Tax—Currency and Mint—Railways—Posts 
__ Tel^aphs—Central Expenditure—Central Budget for 1965-66— 
Cwnmenj^Nature of Public Debt—Size and CTomposition of the 

..559—582 


Public 


Chapter xxxii—state finance 

IntroducU on;;‘--G eneral Sales Tax—^Land Revenue—^Agrlcttltural 
ome-tax— IrrtgatiCHJi Chargei^Betterment Levy—StateExo'S-i 

iMrifliMfjon—Share of Income-tax—Share int 



Union Excise^--Oraiil»--St^ Expendituri^Be^t ^ 

State Finance—DrawlmelEs and Reforms—State Finances 
Emergency. ...583-flO- 

t 

CHAPTER XXXIII— UNEMPLOYMENT 

Introduction—^IVP®s of unemployment—^Agricultural Unemploy¬ 
ment—Industrial Uneraplcyment—fectent olf Industrial Unemploy¬ 
ment—Why this Industrial Unemployrnent—Uneroployment Am^g 
the Educated Clatsses—Why ar eithe Educated People Unemployed^ 
Extent of Unemployment Among Educated Classes—Employmient in 
the Fivet-Year Plans—Pull Employment—Feasibility of Full Employ- 
ment Programme in India—Some Aspects of Pull Einplojonent Pro¬ 
gramme for India—Role of the State in Full Employment. 

^ . .802—624 


CHAPTER XXXIV—NATIONAL INCOME 

Introduction—What is National Income?—Methods of Calculting 
the National Income—^Estimates of National Income of India—^Diffi¬ 
culties—Important Features of Natlioinal Income Estimateis of Indliar— 
Indian Poverty—Its Causes and Cure-Are We Getting Richer? 

...6^5—838 

CHAPTER XXXV—FIRST DECADE OP PLANNING AND 
DEVELOPMENT (1950-51 TO 1960-61) 

Introduction—Objective of Planning—First Five-Year Platini 
Second Five-Year Plan—Distribution of Outlay—Four Selected Indi¬ 
cators of Growth—Production of Major Crops-^oduction in Selected 
Industries. ., .639—854 


CHAPTER XXXVI—SECOND DECADE OF PLANNING AND 
DEVELOPMENT (1960-61 TO 1970-71) 

Third Five-Year Plan (1960-61—1965-66)—Selected Targets—In¬ 
vestment in Second and Third Plans—SclecW Targets of Industrial 
Production—Transport and Communications—^Financial Resources— 
Progress of the Third Plan—Fourth Five-Year Plan (1965-66—1970- 
71)—Pattern of Outlay in the Public Secttw—Targets of Production 
and Dwelcpment. ...655—683 


CHAPTER XXXVII—PROBLEMS OF DEVELOPMENT AND 

PLANNING 

The Problem! of Slow Growth—Natural Factors—Economic 
FactOT^Politioail Faetora—Social Factors—Problem of Deficit Pinanc- 
in^Dencit Financing and Economic Development—Deficit Financing 

and Inllatloin—Deficit Financing within Limits is very Useful_^Balance 

of foments Protolem—Democratic Sociaiism—The Problem of M- 

Rcport^Evidence of Growing In- 
Findings Of the Mahadanobls Committee- 
Factors Helping Concentration of Economic Power— Remedies. 

...684—707 


CHAPTER XXXVIII—BALANCED REGIONAL DEVELOPME^TT 

Indi^t^ ^ Backwardriess—Meiusurcs— 
g^iar-Difflcultles—Balanced Regional Development, and-Five-I^x 

fodex ...708-?711 

^ ‘...7194.724 




Chapteb 


Nature of Indian Economy 


Study of ludian Economics, in order to be fruitful must be 
develoinueiit-oriented. A word about the nature of Indian eco¬ 
nomy, as it was and as it is now, will be useful in analysing the 
various problems of Indian economy. 

Till recently, Indian economy used to be described as an 
under-developed economy. It is now more appropriate to d^- 
eribe it as also a developing economy. In under-developed coun¬ 
tries output per capita is relatively low. In an under-developed 
economy, there are certain potentialities for economic develop¬ 
ment but the productive efficiency increases at a painfully slow 
speed. Poverty, hunger, disease, illiteracy and lack of opportu¬ 
nity for self-development is the lot of mass of the people. Here 
is a more comprehensive description of aji under-developed coun¬ 
try. ‘*It is a country characterised by poverty, with beggars in 
the cities, and villagers cling out a bare subsistence in the rural 
areas. It is a country lacking in factors of its own, usually with 
inadequate supplies of power and light. It usually has insuffi¬ 
cient roads and rail roads, insufficient government services, poor 
communications. It has few hospitals, and few institutions of 
higher learning. Most of the people cannot read or write. In 
spile'of general prevailing poverty of Ihe people, it may have iso¬ 
lated islands of wealth, with a few persons living in luxury. Its 
hanking system is poor; small loans have to be obtained through 
money-lenders who are often little better than extortionists. 
Another striking feature of an under-developed country is that 
its exports to other countries usually consist almost entirely 
of raw materials, ores or fruits or small staple product with pos¬ 
sibly a small admixture of luxury handicrafts. Often the extrac¬ 
tion or cultivation of these raw materials exports is in the hands 
foreign eountrios ” The Indian Planning Commission defines 
IP under-developed country as one “which is-characterised by 
ae co-existence, in greater or less degree, of unumi:^ed or .ujader- 
ktilized manpower, on the oni? land, and ol,uneatpjjufcd ^latplral 
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resources on the other.” The existence of idle resources, as 
s-^essod by this definition, is undoubtedly an important charac¬ 
teristic of an under-developed economy. 

’ ^ That India is yet in a stage of under-development is evident 
"from the fact that it exhibits all the characteristics of an under¬ 
developed economy. India is predominantly an agricultural coun¬ 
try, more than two-thirds of its people are engaged in agricul¬ 
ture. Non-agriculturaj occupations have yet to develop to absorb 
its growing population. The pressure of population on land is 
tremendous. Agriculture contributes nearly 50% to the total 
national income. But productivity per acre is very low. 

The,industrial development in India has been very slow and 
uneven. Hardly 10% of the total i>opulation is yet engaged in 
industry in spite of the fact that industrialisation started more 
than 100 years back. Our industry is still confined largely to the 
production of consumer goods like textiles, sugar, etc. The capi¬ 
tal goods industries have still to be developed. 

There is a big deficiency of capital. For several reasons the 
rate of capita] formation is very low. That is why we have to 
depend to a very considerable extent on foreign capital. Still 
the physical equi])ment per worker is very inefficient and inade¬ 
quate. That is why industries carried on here are largely labour- 
ix^ensive. Shortage of capital is evident from the high rate of 
interest prevailing in the country. 

India is still largely an exporter of raw materials and im¬ 
porter of manufactured goods, both machinery and consumer 
goods. Till recent ly, foreign capitalist and entrepreneur held a 
strong foothold in the Indian (‘conoiny and dominated several of 
its important sectors. 

Indian i^opulaliou is growing at an alarming rate with birth 
rate of about 40 per thousand. During the last decade the in¬ 
crease was 21.50% which is terrific indeed. In some parts of 
India density per square mile exceeds 1,000 as in We^t Bengal 
and Kerala. There is a large amount of disguised unemployment 
iu the rural sector. 

The natural resources of India remain still largely under¬ 
developed. Vast Indian forest and mineral wealth remains un- 
exjdored. India has not beeii able to develop more than 5% of 
her water power potential. 

India lacks efficient and clean administration. Our social 
structure is not conducive to economic development. The preva¬ 
lence of caste system, joint family system, peculiar laws of in¬ 
heritance and dominance of religion all have stood in the way of 
adopting national attention on economic matters. 

Thus India has all the common characteristics of under-deve¬ 
loped economies. Its per capita income is very low. The masses 
op Tkdia ^e economically very backward, being illiterate, sub- 

tip ilFntinlth condemned to a state of semi-starvatiop. 
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Poverty is writ large on theii’ faces and their level of living is 
unspeakably low. 

What is the explanation! Does India lack the ingredients»»o5l 
development or have the obstructing forces been so strong as to 
nullify the factors of development? 

As for natural resources, we have to admit that India is not 
altogether* devoid of gifts of nature of economic significance. 
Some people even believe that nature has been quite generous to 
India. The Himalayas and the other mountain ranges are rich 
in mineral resources and have immense potentialities. We have 
a vast forest wealth covering our high hills. The rivers coming 
down from the snow-capped mountains have immense irrigation 
and power potential. The Indo-Gangetic jilain, a vast stretch of 
level land, is a perennial source of rich and varied crops. India’s 
geographical location is ideal. Her continental dimensions Ifold 
out a big promise. India is usually described as a rich country 
inhabited by poor people. On the score of natural resources, 
therefore, we might say that India is a land of promise. It enjoy¬ 
ed economic prosperity in the ancient period of its histdiy. But 
the natural resources have not been properly and suflBciently ex¬ 
ploited. We have used barely of our water power potential. 
The river waters have been utilised to the extent of 6.5% 114 ^ to 
1951. Th vast forest wealth lies unutilised owing to inaccessibi¬ 
lity and the mineral wealth is still unexplored. 

What is the position regarding labour or the human factor? 
India has a huge population of nearlj’ 44 erores and it is grow¬ 
ing at a very rapid rate This ha,s i)roved to be a disturbing 
factor, A large poTudation can j)r()vide a vast potential market. 
But a poor population is a liability rather than an asset. The 
growlhg Indian population has clearly' proved a liability' for it 
has outrun the available resoinces and has failed to create wealth 
commensurate with population growtli. In the beginning of the 
present Tsentur.y the increase was negligible. For instance in thirty 
years from 1891 to 1921 the population increased by 12 million 
only representing an average aimual growth of one-seventh of 
one per cent. But in the next 30 years (1921-1951), it increased 
by 110 millions, an average iner<‘ase of 1.47 per cent eacli year. 
This is an alarming increase indeed. During the decade 1931- 
1941, area under foodgrains ineronsed by 1.5%, whereas the popu¬ 
lation by 15%. Thus population had left the food supply far 
behind. Hence from the point of vicAv of economic development 
the rate of population growth lias been very unsatisfactory. It 
has not been commensurate with resources. When the population 
increased slowly, the opportunities for gainful employment were 
fewer ajid when tliere u'as expansion of these opportunities on 
account of extension of irrigation facilities, means of transport, 
jBome development of trade and industry, ete., population al^ in¬ 
creased rapidly so that the per capita incon^c remairited cofistaM 
at the subsistence level. ^ »' 4 ' * 

The position has been even more paS^isfilatory ap ^garfts * 
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capital formation. When people are living at the subsistence level 
it is idle to think of savings and investment. The net domestic 
capital formation was 5.2% in 1948 and it has remained about 
€-T% since then. The rate of .savings is about 8% of the national 
income. This is certainty not a rate of savings which can make 
any significant contribution to economic growth. Capital forma¬ 
tion is of crucial importance in the process of economic develop¬ 
ment and this is what India lacks the most. 

As for availability of skilled personnel, the picture is quite 
gloomy. India can supply at the most unskilled and some skill¬ 
ed labour. For higher skills, it has to depend upon foreign coun¬ 
tries. Economic development is a highly mechanised process and 
it requires a large number of technically trained people. Foreign 
skilled labour is very expensive and it raises the cost of the deve¬ 
lopment projects. This is one major bottleneck in Indian econo¬ 
mic development. 

The position is not happy as regards entrepreneurship. A few 
families formed themselves into managing agencies and mono¬ 
polised Vill commercial and industrial enterprises. With their 
limited resources they could not be expected to usher in an eco¬ 
nomic revolution. They were more interested in commerce than 
in*^hemes of industrial development. India has also lacked com¬ 
petent managers. With able entrepreneurs missing and com¬ 
petent managers almo.st non-existent, India could not be expected 
to register any rapid economic progress. 

With meagre facilities for general and .scientific education, 
no invention or innovations could be expected. Thus in the matter 
of technological progress, India docs not figure anywhere. Eco¬ 
nomic progress is very closely tied with technological progress. 
It is not surprising, therefore, that India has remained econatiiical- 
ly backward in the absence of advance of technology. 

The conclusion is inescapable lliat in India almost all econo¬ 
mic factors that determine economic growth have been missing 
nor have the non-eeonomic factors been favourable. Politically, 
India remained under foreign rule and the foreign rulers could 
not be expected to take any genuine and effective interest in eco¬ 
nomic development. Whatever they did, they were naturally \noti- 
vated by the interest of their own country. Even when India has 
become free and has its own government, the conditions have not 
improved. Favouritism, nepotism and corruption are rampant 
all over the country. Development requires an efficient and clean 
administration. Besides, the government is overwhelmed with 
the immensity of the task. 

. Indian social structure is also highly unfavourable for eco¬ 
nomic growth. The caste system restricts the mobility of labour, 
the joint family system makes savings impossible, the law of in- 
Tie^fStence has caused minute sub-division and fragmentation of 
d&d reli^tm has advocated asceticism, renunciation 
leadii:ip the people^,from material advance. The diversity 
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of castes and creed has prevented united action on the economic 
front. 


India, A Static Economy np to 1950 

In view of all this, it is not surprising that Indian Economy 
had remained static up to 1950 both agriculturally and indus¬ 
trially. 

“At the initiation of Indian development programmes, the 
Indian economy was not in a, state of low level equilibrium, where 
resources Avere being fully used, given the stale of technology, 
and where fixed inv('stment in diffenmt sectors was yielding equal 
or comparable marginal products. Rather the economy was in 
what might be called a stationary state of disequilibrium.*” There 
was excess capaeiiy in several industries, irrigation facilities*re¬ 
mained unutilised and there was a large number of unemployed 
or under-employed people, in the railway, rolling stock was also 
not fully used. In this situation, currenily available resources, if 
fully used, could >ield larger out])ut and national im/ome. In 
spite of the fact that 100 years ba(*k several industries liad been 
started, integrated iron and steel industry bad been established, 
roads and rails had crossed the sub-continent, indig('nous entr/ipre- 
neursbip bad grown, financial instruments had been created, yet 
India wms as industrially backward in 1951 as in tlm first decade 
of llu* ceutur;y. Indian ecojiomy is still dominated by agricul¬ 
ture. Taking the price changes into consideration, we might say 
that the level of real per capita income Jiad been the same in 1931- 
32 and 1950-51. Per ea]»ita, income of Rs. 20 in 1808, or Ks. 27 
in 1882 may not b(‘ much different from Ks. 05 in 1931-32 and 
Ks. a(i5 in 1950-51 It is estimated that since the increase in popu¬ 
lation was greater than the increase in total output, there was a 
decline in per capita income which may have been above lO^f 
betvvmefi 1930-31 and 1948-49. 

Considering the rural sector, we find that the cultivatv'd land 
per head declined from 1 09 acres in 1891 to 0.84 acres in 1951. 
But Ibis decline was not compensated by any significant increase 
in per acre yield so that output per capita declined. There was 
no decline in the rates of workers dependent upon agriculture 
which would have shown economic progress. Up to 1941, the 
rural-urban rates of population remained what it was in the be¬ 
ginning of the century. The yield per acre remained low. For 
decennial periods (1893-1896—100), the per capita production 
ratio over the period 1910-1926 was 98 and for 1936-46 it was 80. 
The index of total agricultural output was 6% lower in the years 
1946-1951 than in 1934-1939, It is a clear evidence of a deteriorat¬ 
ing rural economy. The large mass of the agriculturists were so 
conservative that they were altogether immune to “demo^tra- 
tiou effect”. The modern and seientifle methods ufejad 
-: — .f. ^ I ■ 

i. Malciibsmn, W. : Prospects for ^ 
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tion did not evoke any emulation by the peasants around. In 
crop competitions, rice yields per acre between 3,000 and 9,000 
lbs. were obtained but the average yield continued to be 400- 
1,200 lbs. Thus the average farmer was impervious to change. 
Instead of urbanisation, which is taken as a sign of economic pro¬ 
gress, there was progressive ruralisation. The ratio of people 
dependent on agriculture to total working force rose, from 61% 
in 1881, 71% in 1911 and since then it has remained stationary. 
In IT.S.A., this ratio declined from 64^^ in 1850 to less than 10% 
100 years later. This shows that India was going in a direction 
opposite to economic progress. 

This 'rural stagnation, or perhaps slow deterioration, cannot 
be attributed altogether to unfavourable political environment. 
In contrast to earlier rulers, the British rule gave India political 
stability and look grc'al interest in agriculture, at any rate in 
exf>ort crops needed us raw materials for British industry. Per¬ 
haps the uncertainties of land tenure and the possibilities of large 
state levies disc ouragt'd agricultural ini})rovements. Peasants 
confined, themselv'>s to subsistence fai'itiing. The (‘xtension of 
means o^ transport and tlio expansion of markets contributed to 
commoreialisation of agriculture and stimulated output, but no 
agricultural imjn-ovcinent on a broad front was noticeable. The 
introduction of landlordism by the British took away the incen¬ 
tive for investment and haniwork on the part of the cultivator. 
The holdings were small and the cultivators lacked capital. Thus 
we find inefficient methods of production being apifiied to uueeono- 
mi(' units of operation. Th(‘ emergence of marketing interme¬ 
diaries had a further depressing affeet. Since money-lending 
was more remuin'rative neither the landlords nor tin* money¬ 
lenders invested in agricultural improvements. ^ 

The existing social order was also not conducive to econo¬ 
mic development. The Indian Aullage society is “traditional pea¬ 
sant society... (where) inter-personal relations are.. .subject to 
mutual accommodation and adjustment according to the concensus 
of the village elders. .. vertical mobility (is) very limited... (and) 
the vast majority (of individuals) view themselves as performing 
a given activity and function in life... (where) their status.and 
the circumstances impinged on them. Relationships among peo¬ 
ple in such society are governed by bonds of family and caste 
more than by some objective interdependence—f'ven that of per¬ 
sonal prefenmee. to say nothing of functional interdependence.'”' 
Obviously such a society makes for stagnation rather than econo¬ 
mic progress. Even now remote villages in India behave econo¬ 
mically and socially as they did 50 years back. In these condi¬ 
tions significant changes in the economic sphere cannot be suc¬ 
cessfully initiated. New oeonoinie forces cannot pierce this thick 
screen of social structure and institutions. New policies and tools 
of ^pnomie growth cannot be expected to yield quick rosralts. 
Tb^'iS^ial set up must change to make way for rapid econonaie 

^alonbauni, for Indian Derclopmmt, 1962, pp. 133-1!}4. 
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growth. In the words of the Planning Commission, “progress in 
village India is in the last analysis a human problem.. .of chang¬ 
ing the outlook of 70 million families living in the countryside, 
arousing in them enthusiasm for new knowledge and filling them 
with the ambition and will to live and work for a better life”. As 
in other un^Jer-developed countries, a large portion (40-50%) of 
the produce is consumed within the family and does not reach 
the market and relatively few families, less than 15%, conduct 
their business in the form of money. Barter deals do not facili¬ 
tate economic progress. The level of monetisation affects the in¬ 
vestment behaviour of the rural families and thus determines eco¬ 
nomic development. 

On llie industrial front too the Indian economy has been 
static. The ratio of urban population, which is an indt'x of indus¬ 
trialisation, was 8.7% in 1872, it may have been at least between 
9 and 109^ in 1800, and was probably at the same level in 1901.* 
The Indian liandicrafts were declining rapidly in the nineteenth 
century owing to various adverse factors. Modern industrial 
enterprise started in the niiddh' of the J9th century but vfas un¬ 
able to fill up the gap created by the decay of old Indian indus¬ 
tries. It could not absorb the displac'cd liandicraftsmen. Al¬ 

though industrial production started going up esi>ccially duriwg 
and after the first w'orld w’ar but the rate of growth was dis¬ 
appointingly small. Even as late as 1945-1950 the overall index 
of industrial production showed an increase of only about 5%. 
Factory employment in 1950 ac(‘OUnted for only ab«>ut of the 
total working force, rncniployraent, open as well as disguised, 
was mounting. There Avas lack of diversification in industrial 
growth: textiles continued to dominate. The machine tool in- 
dustry*was non-existent and the country almost entirely depend¬ 
ed on imports for machinery and for most chemicals. These are 
a few indicators of industrial stagnation. “The record of 1850- 
1950 is clear. While other countries were undergoing reasonably 
steady industrial expansion and diversification from the begin¬ 
nings of modern industry in the early and mid-1800's. India had 
a beginning and ending, for not until a century later, with the 
comirfg of independence did India again move toward an active 
broadening of industrial ha^e,”* This industrial stagnation was 
largely due to the fact that India was a colony of an industrially 
advanced nation and lacked entrepreneurial tale 7 it and financial 
facilities. There was no organised capital market. Direct financ¬ 
ing by tlie saver occupied a very important place. There was a 
complete absence of financial institutions to help transfer of sav¬ 
ing to industrial investment. Even today eight Marwari fami¬ 
lies...hold 565 directorships in Indian industry, banking and in¬ 
surance.® These handicaps explain why-industrial effort was, not 
sufficient to accomplish a transition to modern industrialisation. 
- —,—. ^ 

1. Malonbaum, W.: Prospects /or Jndian Denlopmeni, 1962, p. ^0*' 

2. Ihid,, p. 154. ' - • 4 

3. Ibid., p. 156. 
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We may conclude in Malenbaum’s words: “a century without 
overall progress, with a growing rural and agricultural imbalance 
in the population, makes the shift to new ways of life difficult. 
Low horizons of the mass of the people become fixed; there is an 
inevitability about poverty and perversity. Cultural and religious 
traits which stress the inability of man to influence his life are 
strengthened. The task of changing the behaviour pattern and 
the outlook of the mass of the people is much greater than it 
would have been if begun a century back.” 

The Indian economy has been affected in its growth largely 
by politicaJ and social factors. India has suffered from all the 
ills of an alien rule. Naturally the British rulers could not be 
expected to take genuine interests in India’s economic growth on 
sound and healthy lines. Owing to political subordination, India 
had the better experience of folhnving policies not in the econo¬ 
mic interests of India but of Great Britain. Every effort was 
made by the British rulers to make the Indian economy comple¬ 
mentary to the British economy which largely meant that the 
Indian economy must be shaped as to provide raw materials for 
the British industry and an expanding market for the British 
manufacturers. It was a story not merely of an arrested econo¬ 
mic development but of a deteriorating economic situation and 
8cmi-stagnant conditions. ' Conspicuous consumption and econo¬ 
mic inequalities dominated the economic horizon. Vast majority 
of the peojde were in a state of poverty that knew no parallel in 
the world. The rates of savings and investment and the deve¬ 
lopment of transport and eomiuuniealious, trade and industry were 
too low 1o absorb the growing po])ulation. Indian economy, in 
short, was in a state of under-development. » 

Economy on the Move 

We have stated above that whether we look at tlie Indian 
economy from the agricultural or the industrial angle, the cen¬ 
tury 1850-1050 was a period of stagnation. But it is not to be sup¬ 
posed that the Indian economy is still stagnant. The caravan of 
Indian economy has after all started marching after a slumber 
of centuries. The pace of economic development has quickened 
since 1950 when wo launched our five-year development plans. 
The Pir.st Plan presented a co-ordinated view of the requirements 
of the economy and of the resources available, and laid the founda¬ 
tions of orderly economic development. Over the plan period 
national income increased by about 17.5%. The net output of 
a,griculturp and ancillary fields showed an increase of 14.7%, 
of mining, manufacture and small enterprises an increase of 18.2%, 
of commerce, transport and eonauunications 18.6% and in other 
semces 23.1%, But the First Plan was only an initial step on 
to economic development. Over a decade of, economic 
plini^g (1950-51 to. 1960-61), Indian economy registered a Sig¬ 
nificant ^dVanc^ 4nd thfiare^^'as quite a rapid expansion of' the 
varioq|s sectors econoniy. The First Plan built up 
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the basis for more rapid economic advance in the future. It also 
initiated some of the basic policies relating to social change and 
institutional reforms. The Second Plan carried these basic poli¬ 
cies further and aimed at large increase in production, investment 
and employment. As a result of these efforts there v^as substan¬ 
tial increase in the rate of invest ment. 

The Indian economy should now be better described as a 
developing economy than an under-developed economy, “Tbider 
the wings of a change a land of 380 million peo])le, one-sixth of 
humanity, is waking up, stretching limbs stiffened with the slum¬ 
ber of centuries. In one sweep, India is undergoing all the revo¬ 
lutions which have taken two centuries in the rest of the world. 
Equality and political rights, industrialisation and urbanisation; 
agrarian reforms and agricultural improvements; science and 
technology; social and personal emancipation are combining to 
transform a contented, static, rural, ritualistic society into a new 
and dynamic one where privilege is no longer inherited, where 
women are men’s equals, and where Tlarijans are as im^mrtant as 
Bradmans’’.* This is an apt description of India of today although 
the conditions in the remote villages do not completely tally wdth 
this description. 

Let us now briefly notice tbe various facts of this ecoifbmic 
change. In the eilies, the change can be noticed in mechanisa¬ 
tion of transport, the rise of new commercial and industrial estab¬ 
lishments and in the rural areas in the working of the national 
extension service and the community development projects. The 
outjmt in key induslri(‘s is improving and is being increasingly 
diversified. Above all India has tiie feel of a nation in the pro- 
ces!^ of change. 

There is no doubt that a change is noticeable in all sectors 
of the economy but the change must be of a sufficient magnitude 
to constitute developiiumt and there should be a promise of a still 
greater change in the years to come. Irenerally h])eaking the change 
in national income must be greater than that of population. The 
social, cultural and (‘conomic changes must carry an assurance 
that the rate of new investment, especially new investment from 
domestic savings, must exceed the rate of j)opulation growth. Only 
then we can say that India is earnestly marching on the road to 
economic development. 

The First Plan target of the growth of national income was 
more than fulfilled in as much as the rise in national income was 
18% as against a target of 11-12%. But this progress was not 
sustained, rather the development appears to liave decelerated. 
The average f|n«ual growth during the Second Plan was some¬ 
what less than 4% against 5% anticipated in the Plan. The years 
1061-62 and 1962-63, with nearly 2% increase, were even more 
depressing. 

This does not 
1. Jaya Zunken. 


mean, however, that advance in all 
io ‘Zn^ia Ckmgt * ^ *^aleHbaum, ^ 
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50 painfully slow. It is the agricultural sector which has been 
letting us down. The growth was more pronounced in trade and 
feervice sectors than in the agricultural and industrial sectors. The 
tertiary sectors have continued to grow in relative importance 
than the primary sector. In 1960, the services contributed a larger 
percentage (37.4%) to national product than in 1950-51 and in 
1931-32, The conclusion seems to be that Indian eeomjmy seems 
to have a sector growth pattern of the pre-plan period. 

The investment behaviour of the economy also does not show 
any significant difference with the j^re-plan period. Average 
domestic. investment for 1951-56 was 33% more than that of 
1950-51 as against the plan target of 85%. Instead of nearly 
doubling, the actual increase in the average level of public in¬ 
vestment was less than 60%. The private sector behaved better. 
The large enterprises i]i the private sector had at least as many 
resources available in the first three years of the Second Plan as 
were visualised for the whole plan period, whereas the public sec¬ 
tor experienced great difficulty in attracting real domestic re¬ 
sources. vPublic loans and small savings schemes yielded less than 
the targets fixed. Deficit financing and foreign aid provided the 
resources for almost 75% of the actual investment in the public 
sector. 

When we look to the emi)loyin<'nt situation also, the picture 
is not a pleasing one. During the First Plan, unemployment in¬ 
creased by 3-4 million. At the end of the Second Plan also the 
situation was less favourable than in the beginning. In 1961 
open unemployment amounted to 7-8 million as compared with 3 
million in 1950. The prospect for tlie Third Plan is that there 
will bo an increase in unemployment. 

There is thus clearly a gap between the plan and its perform¬ 
ance. Let us consider this performance in the two major sectors: 
agriculture and industry. • 

As for development of the agricultural sector, we may men¬ 
tion that foodgrains output exceeded the target fixed for the 
first plan by a good margin. Although the second plan fulfilled 
the original target of food production (75 million tons) fixed.for 
it, the overall performance of tliis sector has been disappointing. 
Implementation has sadly lagged behind the brave statements 
and bold policies of the government. Although between 1950-51 
and 1960-61 foodgrains output increased by 40%, there were con¬ 
siderable variations from year to year. Even the maintenance of 
higher average rate of increase will not meet the requirements 
of the country. It was e'xpeeted that during the decade (1950- 

51 to 1960-61) area under some form of irrigiction would be 

doubled. But in the First Plan nearly half the iv^gation poten¬ 
tial wgs utilised. At the beginniM of 1958-59 the total irriga¬ 
tion .^^tential al the head works of ‘firge and medium scale irrig»- 
tiwJ^emes, undertaken during the first two plans, wlw 10,!| 
miluon ^res. ^ But t^p potential at the outlets was only 7.25 mil¬ 
lion^ aeiw while the^ ’Ration at^the end of 1957-58 was 
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no more than 4.9 million acres. What a colossal waste ? By 
1960, the number of seed farms was no more than half the num¬ 
ber planned. The consumption of fertilisers has increased 3-4 
times since 1951, but the achievement has been less than the tar¬ 
gets. These few facts point to the conclusion that the rate of 
actual growth in the agricultural sector in its various aspects has- 
been less than planned. 

As for the growth of the iudastrial sector, we notice that 
the contribution of raining and manufacturing industries has been 
below plan expectations and that of the service-producing sector 
to be relatively more important. In 1950-51, mining and manu¬ 
facturing contributed 16.7% to India’s net national product and 
16% in 1958-5f). The overall rise in industrial production haa 
been impressive: 326from 1950-51 to 1955-56 and 29% from 
1955-56 to 1960-61, whereas the Second Plan aimed at expansion? 
of the general index to over 190 by 1960-61, Thus the perform¬ 
ance differs from the i)lan India’s industrial production is domi¬ 
nated by private sector (90*^i) and by the output of consumer and 
light industry products (75V(). Tlu' shifl of the Indian industry 
from its predominantly ])rivate and market orientation lAis been 
slow. 

In order to accelerate development, what is required is a new 
course of action rather than mere continuation of the past effoPts- 
on a bigger scale. In agriculture the task must be assigned to a 
dynamic extension service appropriately organised, adequately 
staffed and motivated to agricultural development with single- 
minded devotion For the small industry a new orientation for 
present programmes is called for. For modern industry too im¬ 
plementation should bo made more effective and full facilities pro¬ 
vided or expansion eulting the red 1ap(‘. 

Why a Lag between Plan and Perfonnance? 

Thete are several reasons why the Indian economy has not 
achieved the desired rate of development and why the actual per¬ 
formance of the economy has lagged behind what was planned. 

The most important explanation seems to be the savings-in- 
vesiihent behaviour. A very larg<' proportion of the people’s in¬ 
come is absorbed in consumption leaving a very small margin, if 
any, for savings. The consumption needs are so pressing that 
any increase in income is used for increase in consumption. The 
marginal propensity to consume is very high and the marginal 
propensity to save is consequently very low. A poor country can¬ 
not spare 10% of its national income, .a minimum required for 
development fopJnvcslment in development programmes. Econo¬ 
mic growth deifjronds that the savings flows should be diverted! 
into investraeiPfe'^jhannels. “Mechanisms must be provided to as¬ 
sure that savings flow into end-uses where investment will 

best serve the cause of cxpari^oii. This can be done by linliibig' 
the free use of private savings, through government bordMhg^ 
taxation, etc. In India since 195135%, .d the growth^n 
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income has been saved, though there are year to year fluctuations 
(e.g., above 50% in 1951-52 and less than 5% in a few recent 
years). The bulk of the savings in India arise in the household 
sector. According to Reserve Bank estimates over the period 
1950*51 through 1957-58, some 75% of its estimated household sav¬ 
ings went into the creation of physical assets, i.e., directly in¬ 
vested by the saver in his own business. The big corporations 
also do lot of direct investment. Thus the bulk (nearly 80%) 
of India’s savings remain where they originate. That explains the 
paucity of savings required for investment programmes. The 
marginal flow of savings to public investment remained well be¬ 
low the* average during the Second Plan period. The ratio of pub¬ 
lic to total investment was to increase from 50% in 1950-51 to 
61.3% for 1956-61 and it actually reached to 60%, but expressed 
in 1952-53 prices, real investment is found to be lower by more 
than 10% than planned. Hence savings and investments lagged 
behind what was planned. Wc have also to consider how effec¬ 
tive was the investment. It depends on the capital-output ratio. 

Mass uncmi)Ioyment (7-8 millions) that exists in India also 
indicates that we are not making full use of our labour force for 
economic dev('lopmeut. To this open unemjdoyment we might 
add disguised unemployment. What is worse is that unemploy- 
ntent is growing every year and no reduction in the backlog of 
UJiemployment is foreseen until after 1966. The Planning Com¬ 
mission considers that unemployment is ‘a problem structurally 
rooted in the economy’, and thus evades it. 

The main explanation of the lag between the plan and its 
performance is that sufficient attention has not been given to the 
fundamental characteristics of Indian economic life—consumption 
behaviour, domination of self-employed busine.ssman, direct in¬ 
vestment, relation between public and private enterprise in*a mix¬ 
ed economy. These built-in forces of the Indian economy serious¬ 
ly limit the governmenrs ability to determine the patte^rn of in¬ 
vestment in level of additional national output. It is said that 
the results achieved could not be different. Plans should be so 
formulated as to be realistic with respect to specific relationship 
of the economy and its basic characteristics. One cannot help 
agreeing with the following conclusion: 

“Government programmes appear to be less geared to the 
realities of the Indian scene than one would hope. The first two 
plans in any event were built upon assumptions which seem only 
partially relevant to the existing society and economy. In view 
of the relationship that seems to be characteristic of Indian econo¬ 
mic life—between private and public activities, between small and 
large enterprises, between rural and urban se<»t^KP»—-the course of 
developments in India’s economy over the past d^SO^e is essential¬ 
ly what might be expected. The savings behaviour characterised 
ab^^ the propensity for direct ia^efitment, the incentive patterns, 

S doyment possibilities—all are consistent with the levels of 
ent attained ai^.the actual investment allocations 
md privateinto industrial categories, the 
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scale of employment achieved, and with the level of sectoral and 
total output attained”/ 

In order therefore to accelerate economic development and 
achieve better results, these basic characteristics of Indian eco¬ 
nomy must be carefully borne in mind. The plans should either 
be in keeping with them, or if they have to be different, determin¬ 
ed efforts mfiist be made to alter these characteristics and control 
these traditional forces. It is necessary to evolve an effective 
control machinery through which it may be able to function more 
intimately with independent (household) entrepreneurial units 
which play so vital a role in consumption, production, savings and 
investment decisions. Unless these behaviour patterns are borne 
in mind and are provided for, the development cannot be as rapid 
as desired. 

We have tried to give above a glimpse into the Indian eco¬ 
nomy and the process of its development. We shall now examine 
in subsequent chapters the problems relating to the various as¬ 
pects of the economy. In the end we shall discuss some problema 
of development and planning. 


^ijjjgillateiibauxn, W.: Prospeicts for 1068, p.|25f.f’ 
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The Geographical Background 

Th*e first thing that strikes one is the vastness of the ske of the 
country and its continental diim*nsions. It covers an area of 
12,61,597 sq. miles.* It is thirteen times that of Great Britain and 
ctght times that of Japan. But it is one-third of U.S.A. and one- 
eeventh of U.S.S.ll. It is tlie home of nearly one-sixth of human 
race. It is the seventh largest country in the world. 

It measures about 2,000 miles from north to south and about 
1,850 miles from east to west. It has a land frontier of 9,425 miles 
long and a coast-line of about 3,535 miles. Occupying a central 
position in the Eastern Hemisphere and being equally distant from 
the east and the west, she enjoys an exceptionally favouralije loca¬ 
tion for trading purposes. 

The mainland comprises these well-defined regions: (1) The 
great mountain zone of the Himalayas extending over a distance of 
1,500 miles with a varying depth of 150-200 miles having some of 
the highpt peaks in the world and interspersed with large plateaus 
and fertile valleys of great scenic beauty; (2) Indo-Gangetic plain 
1,500 miles long and 150-200 miles broad formed by the basins of 
three distinct river systems, the Indus, the Ganga and the Brahma¬ 
putra, being one of the world’s greatest stretches of flat alluvial 
soil and also one of the most densely populated areas on earth, and 
(3) the Peninsular plateau flanked by Eastern Ghats with an ave¬ 
rage elevation of about 2,000 ft. and the Western Ghats 3,000- 
4,000 ft. 

India Ites, as a whole, a tropical monsoon of climate. It 
can be divided into a number of climatic regiopi,^, It has a cool 
climate in the hills and the extreme north but hot'%id dry on the 
plains. It shows a wide range of ts^peratures varying from 50®P 
tft and even above in places like Bhatinda in theJPunjab. 

^ 4* 3^4 P- I. 
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The climate is liot and moist in the south-west with temperature 
more or less uniform. But in some parts even the daily ranges in 
temperature, humidity and pressure are quite striking. All the same 
Ind^ has a climatic unity. 

The annual rainfall in India as a whole is 42". But there are 
considerable variations from 10" in Hissar (Punjab) to 460" in 
Cherrapunji. There are regions of very heavy rainfall like Assam, 
Bengal an(f the Western Ghats; there are regions of precarious 
rainfall as in the Punjab and Bombay; and then there are the 
regions of deficient rainfall or drought as in some southern parts 
of Punjab and Eajasthan. Most of our rain water comes in tor¬ 
rents and is washed down and wasted. It leads to soil erosion 
and floods with all their disastrous consequences. 

The Indian soils can be broadly divided into three classes: 
<1) The alluvial soil covering the Indo-Gangetic Plain, the coastal 
strips of Eastern and Western Ghats and the Surma Valley in 
Assam. This soil is highly suitable for gi’owing a large variety 
of crops; (2) The Deccan Trap soil covering the whole of the Dec- 
can in Bombay, Madhya Pradesh aud Berar and Hyderabad por¬ 
tions of Andhra Pradesh; and (3) The Crystalline sod. Covering 
Madras, South-East Bombay, Orissa, portions of Madhya Pradesh 
and Andhra Pradesh particularly Hyderabad and some districts 
of Bengal and U.P. There are desert soils in Rajasthan and SoutSi 
Punjab and also alkaline soils in the Punjab. Indian soil being 
dry, the major problem is of irrigation as distinguished from the 
reclamation of the wet lands in the west. 

Effect of Geography on Indian Economy 

“A country is said to make its inhabitants." Economic acti¬ 
vities of a people are vitally affected by tlie natural forces ope¬ 
rating’m their country. The climate affects the efficiency of 
labour aud determines the extent of the market for certain goods 
connected with food and clothing; and, together with rainfall and 
the natufe of the soil, it decides wliat crops can be cultivated. 
The physical features aud the river systems are the outcome of 
the peculiar geological structure of a country. All these together 
determine the volume and the course of trade and industry which, 
in their turn, affect the government finances and the governmental 
activity. Thus all economic and political phenomena are ulti¬ 
mately the outcome of the natural environment. 

But man may conquer nature. He has spanned the seas and 
cut the mountains; he has conquered the air; he can travel tinder 
water; distance has been annihilated by the fast means of locomo¬ 
tion. By means of electricity, man has turned night into day 
and toned dov^ the rigours of climate. ‘ Through irrigation 
schemes, be h^^ied to secure his independence from nature in 
the matter of iniin. But this jnttstery of man over natqre is not, 
however, complete and unquea^^ed. We have been able to>’con- 
quer^aaturo only partially, and nature’s influence qp. ecoaoimk 
activity cannot be altogether ignofefl and completely eiim^aibll. ^ 
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On thA Indian economic life, nature's influence has been domi¬ 
nant. The Himalayas affect rainfall which, in its turn, governs 
agricultural operations throughout the country. The nature of 
Hhe coast-line and of the land frontier has influenced the direc¬ 
tion and the volume of trade. Configuration and geological struc¬ 
ture cause the mineral wealth of the country to be what it is, and 
they are also responsible for the power resources available to the 
country. We owe it to our climate that we can grow such a large 
variety of crops and lay the foundation of many a prosperous in¬ 
dustry, The working capacity of Indian labour, our economic 
needs and the location of industries are the outcome of our cli¬ 
mate. The Indian budget is said to be “a gamble in monsoons." 

Take the case of fuel and power. Coal mines in India are 
located in one comer of the country. The cost of transporting it 
to some remote parts of the country like the Western India and 
the South is prohibitive. The result is that these parts are seri¬ 
ously handicapped in the matter of industrial development. If 
ahy development has taken place it is in spite of this handicap. 
Similarly it is due to natural factor that there are excellent sites 
for the, generation of hydro-electricity. There are two clearly 
marked zones: water zone and coal zon(‘. 

India is a country of long distances and hence means of 
tixinsport have a special importanee. But certain parts are tra¬ 
versed by numerous rivers and rivulets whioli necessitate build¬ 
ing of so many bridges and thus add to the cost of road con¬ 
struction. Also, the mountainous terrain makes some parts 
totally inaccessible. That is why some parts remain unexplored 
and unexploited. 

Thus Indian agriculture, trade and industry, finances and 
what not, are all influenced by the natural environments of the 
country. Really, it is difficult to think of any aspect of •Indian 
economic life which is not directly or indirectly influenced by the 
natural factor. 

Dr. Vera Anstey has thus summed by the economic’influence 
of geographical factors: “Due to the diversity of Indian climate 
India possesses a great variety of animal, vegetable and mineral 
products, ranging from the heavily-coated Kashmir hill sheep to 
the camel of Rajasthan and the. elephant and tiger of Bengal y 
from the wheat, fruit and fig trees of the North to the rice and 
coeoanuts of the hot low-lying swamps of coastal regions; and 
from the coal and iron fields of Bengal, Bihar and Orissa to the 
gold of Mysore, and salt ranges of the Punjab.” 

Forest Resources 

India has got a very valuable asset in her vast and varied 
forest wealth. The total area under forests in the Indian Union 
is 2.6f)..lakh sq. miles which represents 22 per CiiSnt of the total 
^rea olMfibe country. It is considered that in a tropical climate 
^ qne-third of the total area should be under forests so that su|ty 
Sthfe^imatic conditjious may bs maintained. Thus the forpl SjrSIl 



NATTJBAl^ BES0TTBCB8 If 

of India is below the required standard. The per capita forest 
area in India works out at only 0.2 hectares, whereas it is 
hectares in U.SJi. and 3.2 hectares in U.S.S.R. 

The deficiency in the Indian forests lies not merely in the low 
percentage area, but also in that the timber yalue of the areas 
classed as forests falls far short of their potential. A consider* 
able portion of the Indian forests is such only in name and is sub¬ 
ject to various forms of maltreatment. Of the total forest area, 
55.3% is merchantable and 44.7% unprofitable. 

The percentage of forest area differs in different States. In 
the majority of the States, the forf*st area is inadequate to meet 
the requirements of the people. The inadequacy of forests causes 
fuel shortage and leads to the burning of cow-dung which is al¬ 
most a sin from the agricultural point of view. The forest area 
is dangerously low in large areas of Punjab, Gujarat, Orissa, 
Rajasthan, and U.P., being nearly 10% or even less. Only in 
Madhya Pradesh, Kerala and Assam, with one-third area nearly, 
can the forest area be regarded fairly adequate. The National 
Forest Policy Resolution of 1952 proposed that the area under 
forests should be raised steadily to 33.3% of the total area, 60% 
in the hilly regions and 20% in the plains. 

The most advanced countries in the world are those which 
have the highest per capita consumption of wood. India’s per 
capita consumption of round wood is 1.4 e. ft, as compared with 58 
c. ft. in the IJ.S.A. The cousumi)tion of pulp products is 1.6 lbs. 
as against i8 lbs. in the U.K. 

Utility of Forests 

Indian forests are a great national asset. Forests have im¬ 
portant protective as well as productive funetions. They are 
Nature’s insurance against floods. By preserving moisture, they 
lessen the severity of drought. They also regulate the air cur¬ 
rents. They add to the beauty of the countryside and improve 
the sanitary conditions. Their influence on climate is very whole- 
aome. They supply a number of industrial materials. 

In the words of the Planning Commission, “The forests of 
India are the source of many kinds* of timber wdth varied technical 
properties, which subserve the requirements of the building indus¬ 
try, of defence and communications as well as of an expanding 
range of industries in which wood forms the principal raw mate¬ 
rial. Forests arc also the source of urban firewood and of small 
timber required by nirnl communities. They provide grazing, hay 
and fodder. Apart from these direct benefits, forests perform a 
vital function ip protecting the soil on sloping lands from acce¬ 
lerated erosion by water and on flat lands from dcssication and 
wind erosion, the catchments of the rivers, they.^rve to 
moderate floods aud to mainlAin stream flow.. .Proper^' dispos¬ 
ed i^hjelter belts and wind belts servs to increase agricultural^sMa * 
to a marked extent. Finally, for^s are the home of oiy imh 
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and varied wild life. Their destruction directly' spells the des¬ 
truction. of wild life.” 

The forest produce is usually divided into two categories: (i) 
major products, and (ii) minor products. The major products are 
timber and firewood. The annual outturn of timber and fuel 
from all sources averages about 3,000 million cubic ft. The tim¬ 
ber is largely used for building purposes, in the coRstruetion of 
railway carriages, for sleepers, for making furniture, in the mak¬ 
ing of agricultural implements, etc. 

Among the minor products are .included lac, resin, turpen¬ 
tine, essential oils, tanning materials, bamboos, cane grasses, and 
herbs. The Indian paper industry uses bamboos, ulla and sabai 
grass for making different kinds of paper. A large quantity of 
timber is used for making splinters and boxes for the match in¬ 
dustry, Lac is another forest product of which India has practi¬ 
cally a monopoly. Shellac, manufactured from lac, is utilized in 
the making of gramophone records, varnish, and insulators. Re¬ 
sin. which is obtained from pine trees, is manufactured into resin 
and turpentine oil. Resin is used in paper making and soap 
making, and turpentine oil for varnish and medicinal purposes. 
Large quantities of tanning material are also obtained from the 
forests. Bamboos are the principal raw material for ilio Indian 
paper industry. 

It is, however, a pity that only a part of our vast forest wealth 
has so far been put to economic uses. Most of our forests are 
inaccessible. Lack of cheap transport is the chief obstacle in the 
way of economic exploitation of our forest wealth. The Forest 
Rt‘search Institute at Dehra Dun is doing valuable work in dis¬ 
covering new uses for our forest wealth. 

Poreat Policy 

It is recognised that forests have a vital role to play in the 
welfare and development of a country. For a long time reekless 
destruction of Indian forests continued. It “deprived the pea¬ 
santry of wood for fuel and for building cottages, exposed agri¬ 
culture to greater risks of drought, flood and soil erosiop, and, 
on the whole, resulted in sterilization of the soil.”’' It was not 
realized that the preservation of .forests or their scientific manage¬ 
ment was highly conducive to the economic and physical well¬ 
being of the country. ’ . 

The chief concern of the Government in the past was to in¬ 
crease the revenue. A more positive policy was needed. Be¬ 
sides providing for stability in forest finance and uniformity of 
administration, the right forest policy must provide for— 

(1) the supply of forest produce to the mass of the local con- 
»Burners; 

h Nanavati and Anjaria: Tfui Indian Rurtd Prohltm, |b, 

- ^ 



NATURAL RESOURCES 


10 


(2) the protection of land from erosion, floods and unfavour¬ 
able climatic influences; 

(3) the preservation of timber for building construction gene-* 
rally; and 

(4) the production of raw materials, both timber and other 
fo^rest product, for industries using wood. 

The main principles governing the management of forest re¬ 
sources and their continued development were laid down by the 
Forest Policy Resolution, 1952. The Resolution stressed the need 
for— 

(1) evolving a system of balanced and complementary land 
use, under which each type of land is allotted to that 
form of use under which it would produce most and de¬ 
teriorate least; 

(2) checking— 

(a) denudation in mountainous regions on which depends 
the perennial water supply of the river^ systems 
whose basins constitute the fertile core of the coun¬ 
try; 

fb) the erosion progressing apace along the treckss 
banks of the great rivers leading to ravine formation, 
and on vast stretches of undulating waste-lands de¬ 
priving the adjoining fields of their fertility; 

(c) the invasion of sea-sands on coastal tracts, and the 
shifting of sand dunes, more particularly in Raj¬ 
put ana deserts; 

(^) establishing tree lands, wherever possible, for the ame¬ 
lioration of physical and climatic conditions and promot¬ 
ing the general well-being of the people; 

(4) •ensuring progressively increasing supplies of grazing, 
small wood for agricultural implements, and in parti¬ 
cular, of fire-wood t6 release the cattle-dung for manure 
to step up food production; 

(5) sustained supply of tiipber and other forest produce re¬ 
quired for defense, communications and industry; and 

(6) the realisation of the maximum annual revenue in perpe¬ 

tuity consistent with the fulfilment of the needs enume¬ 
rated above. • * 

The Planning Commissien observe that “a stage has been 
reached whore forestry should no longer be regarded as a hand¬ 
maid of agriculture but as a necessary complement to it.” Forest 
policy has to be directed, on the one hand, to i#curing the long 
range development of forest resources, and, on the other, to meet¬ 
ing the increased’demands for timber , in the immediate*^ feture 

Tft^e First Five-Year Plan, a aum o^s. wa^|^>fut* 
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Oil development of forests. The State Governments carried out a 
snomber of schemes^ relating to afforestation, development of forest 
’^communications, strengthening of forest administration and for¬ 
mation of village and small-scale plantations. Though considerable 
progress was made yet the achievement is far behind the propor¬ 
tion of 33% recommended in Government's resolution on forest 
policy. ^ 

A sum of Rs. 19.3 crones was spent during the Second Five- 
Year Plan. Besides continuing, wherever necessary, work on the 
schemes initiated during the First Five-Year Plan, the programme 
of Second Plan included, inter alia, afforestation and improvement 
of poorer areas in the forests and extension of forestry; formation 
of plantations of species of commercial and industrial value; pro- 
miotion of methods for increased production; conservation of wild 
'life; increased tempo of forest research; and increased provision 
»£>f technical personnel. 

In the Third Five-Year Plan, still greater emphasis has been 
placed on forest development. The main objects of forest policy 
in this Plan are to secure the long range development of forest 
ilesources and also to increase output through improved techniques 
for timber extraction, the development of forest communications 
and the increased use of preservation and seasoning processes. A 
«um of Rs. 51 crorcs has been provided for the jmrpose. 

Mineral Resources 

A wrong impression seems to prevail among our people about 
our mineral resources. Some people seem to have an exaggerat¬ 
ed notion of the quantity and the quality of the minerals produc¬ 
ed here. For a country of its size and population, the mineral re- 
aourcea of India cannot be described as enormous. But it is not 
to be supposed, on the other hand, that India’s mineral wealth is 
acanty or meagre. Even in this respect, we occupy a fairly res¬ 
pectable position. ^ 

We have plentiful ores of certain minerals, e.g., chromite, iron, 
cyanite, magnesite, manganese, mica, monazite, talc, titanium and 
zircon. We are more or less self-sufficient in arsenic, glass, sand¬ 
stones, barium, bauxite, beryl, clays, cobalt, dolomite, feldsj)ars, 
graphite, gypsum, limestone, nitrates, phosphates, salt, strontium, 
tungsten, and vaiiadium. But we arc definitely short of, or total¬ 
ly lacking in, asbestos, bismuth, borates, bromine, cadmium, ehinn 
clay, copper, fiourite, gold, iodine, lead, mercury, molybdenite, 
nickel, platinum, potash, radium, silver, sulphur, tin and zinc. 

. A weakness of the Indian mining 'industry is that the mineral 
wealth'of India has-not been fully and scientifically exploited nor 
have the-mines been worked exclusively for India’s benefit. Mine¬ 
rals have been largely extracted for export purposes at a rale 
which might jeopardise India’s industrial future. We have also 
ti(rt tried so far to discover substitutes for the minerals lack. 

^ The mineral*output in India in 1963 was valued at?-' aboaHb 

■»> 
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Bs. 212 crores. The more important mining centres are in Bihaar^ 
Orissa, West Bengal, Eajasthan, Mysore and Andhra and the more 
extensively worked minerals are coal, mica, manganese ore, iroi/ 
ore, and limestone. A brief account of the important minerals i» 
given below. 

Iron ores. A country must have an adequate supply of struc¬ 
tural mctils if it is not to be at the mercy of foreign countries. 
Of these iron is the most important. Some Indian iron ore de¬ 
posits are considered to be the richest in the world, containing 6D 
per cent metal. India has the biggest iron ore mines in Asia. The 
iron ore reserves in India are estimated at 2,100 crore tons. The 
proximity of coal mines renders these deposits all the more valu¬ 
able. The rich quality of the ore and the nearness of coal mines 
enable India to produce pig iron at a very low cost. Iron ores 
occur in Singhbhum, Koonjhar, Mayurbhanj, Bengal, Madhya Pra¬ 
desh, Mysore and the Himalayas. The Indian Mineral Resources 
Bureau think that inexhaustible iron ore deposits lie in Salem and 
Nellorc districts of Madras State. It has also been reported that 
the (Geological Survey of India has located two large deposits of 
iron ore, containing an estimated reserve of nearly 389 million 
tons of ore in tlie (Guntur and Nellore districts of Andhra State,, 
which will last some centuries. * 

A rich tract of iron oie has also been located in the Jaisalmer 
area. The average annual production is 3.5 million tons nearly. 
But this is nearly one-tenth of that of France and one-fiftieth of 
that of the U.S.A, Outi)ut in 196.3 was put at 14.8 million metric 
tons, Orissa contributing 40% and Biliar 23%. 

Manganese. Manganese is a very useful material and has been 
called the “jack-of-all-trades.” It is required for enamel, porce¬ 
lain, cliemicals, plasties, varnish, glazed pottery, dry batteries, and 
what not. But its biggest consumer is tlie steel indUvStry. Be¬ 
cause our steel industry is not yet fully developed, most of the 
manganese produced in India is exported. 

Next to Russia and Gold Coast, India is the largest producer 
•f manganese in the world. Reserves of ore axe put at 11.2 crore 
tons of which 10 crore tons are in Madhya Pradesh and Bombay. 
In 1^62-63 the production was 11.8 lakh tonnes. The Indian iron 
and steel industry is able to consume only about 60,000 tons in a 
year. Hence the hulk of products (80%) is exported. Nagpur, 
Balaghat, Bhandra and Chhindwara districts in the Madhya Pra¬ 
desh, some parts of Bombay State, Madras State, Bihar and Orissa 
are the chief places of its occurrence. Madhya Pradesh has the 
largest and tlio richest deposits accounting for 60% of the ajnnT;iaI 
production. 

Mica. India has the largest production of mica ore in the- 
world producing nearly 75% of the world production, but nearly 
the whole of it is exported. In 1963-64, the total output was 24.® 
thousand tons. Mica deposits ocetir in Ajmer, Travaneore, My-j 
sore ^nd Hazaribagh in Bihar producing about 80 per cent of 
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total production. It also occurs in Nellore in Madras. Mica is 
^extremely useful in the making of electrical goods, and Indian 
Mica is particularly suitable as an insulating material. Mica is 
also used in several other industries. 

Bauxite. It is called the ‘wonder metal’ of the 20th century 
in'view of the numerous uses to which it can be put, especially in 
aircraft industry. It is the source of aluminium. Indfa possesses 
extensive and rich deposits of bauxite occurring in Assam, Madhya 
Pradesh, parts of Bombayj Madras and Bihar. Her reserves are 
estimated at 280 lakh tons. The i)roduction in 1963 was 5.56 lakh 
tons. 

Chromite. India is well blessed by nature with chromite de¬ 
posits. It is an important mineral used for war purposes. As 
wo are still industrially backward, there is very little home de¬ 
mand for it. The Mysore Htate is the largest producer, other 
centres being Singlibhum, some parts of Mahara.shtra and Madras. 
The total reserves have been estimated at 13.2 lakh tons. The out¬ 
put in 1963 was 49 lakh tojis. Our average annual consumption 
is, however, 6,495 tons. 

Gypsum. Next to coal and iron, gyp.sum is a mineral of great 
importance m the iiidvistrial economy of a country. It is mainly 
used in cement and fertilizer industries. After the e.stablishment 
of the Sindri Fertilizer Factory, gypsum lias assumed nmoh greater 
imj)ortanee than before and its output has .started rising. Its de¬ 
posits occur chiefly in Rajasthan and Madras. The reserves in 
Rajasthan are estimated at 40 million tons and over the rest of 
the country 27.1 million tons. In 1963 the production of gypsum 
was 11.8 lakh toms. 

Copper is another structural metal. It occurs in Chhots Nag¬ 
pur, Singhbhum Rajastlian, Sikkim, Kulu, and Garhwal. All the 
deposits of copper are not workable, because some of them hap¬ 
pen to he scattered in the form of grain. India’s eontribfition to 
the world copper supply is indeed very slight. Copper mining is 
largely confined to the copper belt of Singhbhum (Bihar) extend¬ 
ing for 80 .miles. In 1961, the copper ore production was 4.23 
lakh tons. 

Gold. In small, almost insignificant, quantities, gold is wide¬ 
ly distributed throughout India* where.k is obtained by washing 
the river sands. But the IColar Gold-fields in Mysore are the only 
important source. Other fields arp those of Hutti in Hyderabad 
(Deccan) yielding gold worth a million sterling, and Anantapnr 
in Madras yielding three-quarters.of *a million sterling but these 
are much less productive. The total production in 1963 was about 
4,296 kilograms. 

Silver. Far from being a producer, India is the largest con¬ 
sumer of silver %i ^he world. Only a small quantity (25,000 ozs.) 
ja firot from the Kolar (^elds. Her annual imports of silver are ojf 
the average of £1^000,000. The output in 1961 was 5,941 

gram*. * ' 
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Lea4. The lead ore deposits occur in Madras, the Himalayas, 
Rajasthan, and Manbhum and Hazaribagh in Bihar. But the total 
production of lead is almost insignificant. 

Other Minerals. Besides the above minerals, India possesses 
deposits of several types of clay having a high degree of plasti- 
€ity, which are useful for making pottery, tiles, pipes, and high- 
grade porcelain. India is also well endowed with cement-making 
luateri^s and automatic energy minerals. 

This rapid survey of the mirieral position in India brings out 
clearly certain important facts. India is the largest producer of 
mica. Her iron ore is of the richest quality, and with tlie possible 
exception of Brazil, her resources in iron ore are the large.st in the 
world. Her reserves have been assessed at one-fourth of the total 
estimated reservovS in the world. She is the second largest pro¬ 
ducer of coal as well as of iron and steel in the Commonwealth. 
She ranks third in the world in her maugafnese depo.sits. Her 
position in some rare or strategic minerals is also strong and in 
regard to non-ferrous nndals, useful and fairly extensive depo.sils, 
particularly of bauxite, await iiivestigalion. But it is safe* to take 
a modest view of India’s mineral resources. The position is: 
‘‘Minerals of strategic importance are adequate in parts only; 
there is a s<’riims deticieney in munition metals like tungsten, tki, 
lead, zinc, mercury, grapliite and li(piid fuel. But in the basic 
metals sueh as iron, manganese, aluminium, magnobium and chro¬ 
mium the country is w(“ll supplied; in the first three in large ex¬ 
cess.”* 

However, from the distribution of min(*rals, it is quite evident 
that important minerals ar(‘ mainly to be found in the north-east¬ 
ern j)art.s of the country. This is likely to hinder the rapid in¬ 
dust ruilization in other parts, for mineral ores, on account of theii- 
bulk, cannot be easily transported to distant regions. 

• Mineral Policy 

8o far most of fhe mineral ores are being exported from India 
in the raw form. But, we should put them into manufacturing 
processes at home. We should, now follow a rational and plan¬ 
ned policy. In view of the emphasis on industrial development, 
a sound mineral policy becomes 'qf key importance. The Plan¬ 
ning Com mission has suggested a suitable mineral policy with con¬ 
servation economic working as its keynote and a policy of co¬ 
ordinated development. The essentials of this policy include— 

(i) appraisal of reserves both in quality and quantity by 
means of detailed surveys and exploration; 

(ii) efficient and scientific conduct of mining operations; 

(iii) particular^ attention Mo the development of minerals of 
strategic importance such as tin, tung»te», sulphur, etc.; 


i.^Xndia Tear Book, I960, p, 224. 
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(iv) conversion into finished and semi-finished products of 
minerals which are being exported at present; 

(v) proper regulation of leasing of mineral properties; 

(vi) collection and maintenance of up-to-date mineral statis¬ 
tics; 

(vii) organising mineral trade; and 
(viii) conducting research in mining. 

The Government of India made a provision of Rs. 1 crore in 
the First Five-Year Plan of systematic and detailed investigation 
and surveys with a view to quantitative assessment of the coun¬ 
try’s reserves of important minerals. Other objectives were: (1) 
Improvement of mining to ensure economic working and due con¬ 
servation; (2) research into the utilisation of the minerals; and 
(3) expansion and strengthening of the government organisations 
concerned with the execution of mineral development. For rapid 
expansion the provision was subsequently raised to Rs. 2.5 crores. 

Considerable progress was made in all these directions re¬ 
sulting in a general increase in the volume and value of mineral 
production. Taking into account greater emphasis on industrial 
development in the Second Five-Year Plan, 1h(> Planning Commis¬ 
sion recommended intensified programmes of mineral development 
including mapping, prospecting qualitative assessment of new de¬ 
posits of important minerals and exploration of mineral oils. A 
provision of Rs. 73 crores was made for the purpose. The pro¬ 
gramme of industrial development in the Third Plan will entail 
an outlay of Rs. 478 crores in the public sector. A National Mine¬ 
ral Development Corporation was set up in November 1958 to fur¬ 
ther mineral development in the country. 

« 

Power Resources 

Supply of cheap power is one of the most importapt requi¬ 
sites of industrial prosperity. India aspires to a high class indus¬ 
trialism. Let us see, therefore, whether shtf is properly equip¬ 
ped, from the point of view of power, for running the industrial 
machine. 

There are several sources from which energy can be generat¬ 
ed, namely, wood, wind, water, alcohol, oil and coal. Atomic 
. energy and solar energy are the other sources. Wind, which is 
being extensively us^ddn the Netherlands in Europe, has not been 
made use of here so far. Alcohol may be produced in large quan¬ 
tities as a by-product of sugar industry, but at present it is of 
little importance as an industrial fuel. Wood is a fairly im¬ 
portant source and was put to considerable use in the past. But 
its chief result was the reckless destruction of forests, and the 
industrialists had to look elsewhere. Atomic energy and solar 
energy have yet to be developed-. We are, therefore, left with 
^jMitrolcum, coal and .water-power resources. 

Oil and Natural Gas Commission has been set up. The total 
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estimated refinery capacity by the end of the Third Plan has been 
pat at 14 million tons. 

Petroleum. Amonfj the minerals produced in India, petrol¬ 
eum occupies quite an important place in terms of value, viz., the 
fifth. But the quantity produced is utterly insufficient to meet 
her requirements. At the beginning of the Second Plan, the 
country’s dil resources were still poorly developed, about 6& 
lakh tons out of her total annual requirement of 70 lakh tons 
being met from imports. Requirements at the end of the Third 
Plan are estimated to rise to 10 million tons. There arc three 
important oil centres, viz., Digboi, Bappapung, and Ilansapung. 
Oil has, however, been found in Naharkatiya and Moran. 

The insufficiency of mineral oil in India can, however, be 
made up by the production of synthetic fuel oils from sugarcane 
and oil-seeds. About a quarter million tons of molasses are every 
year thrown away by sugar factories and this can well be utilis¬ 
ed for the manufacture of alcohol which, when mixed with petro¬ 
leum, forms an excellent fuel power for automobdeb. 

Strenuous efforts have been made in recent times to increase- 
the oil resources of the country. With this end in view refineries 
have been set up both in the private and imblk* sector, greatgr 
emphasis being laid on the latter. 

After the establishment of Digboi in the beginning of the cen¬ 
tury no progress was made till the 50’s when three refineries were 
set up in India in the private sector. Their total capacity was 
about 4 million tonnes in 1957. By early 1963, this had been rais¬ 
ed to over 7 million tonnes. There was no refinery in the public 
sector till 1962 when the Nunmati refinery was butll. The second 
and thijd refineries in the public sector are being built at Barauni 
and Koyali. The Barauni refim^ry, which will yield 1 million 
tonnes of petroleum products annually in the first instance and 
have a lubricating plant, went into production in August 1964. 
The fourth public sector refinery is being built at Cochin. There 
are plans for setting up two more refineries—one at Madras and 
the other at Haldia. When all these refineries are in full pro¬ 
duction, the total refinery capacity of the country will be about 
22 'million tonnes, of which about a third will be in the private 
Metor. 

Search for mineral oil in the country is being carried out 
vigorously from Assam in tbe east to Cambay in the west with 
the help of experts from several countries. A provision of Rs. 11.5 
crores was made for oil exploration in the Second Plan and 
Ra. 115 crores in the Third Plan, Oil has already been struck in 
Cambay and at Vadser near Baroda. The oil drilling at Ankles- 
war (Gujarat) has been particularly successful. Oil was struck 
there in May 1960 and from February 15, 1962 production waa 
stepped up from 300 to 600 tons daily. The Standard Vaecum* 
Oil Company is carrying out drilling in West Bengal under the 
Indo-Stanvac Project. Geological and geophysical surveys aro 
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being carried out in the Punjab, Kashmir, Himachal Pradesh, 
^ Kajasthan, Bombay, West Bengal, IJttar Pradesh and Assam. It 
is honed that these efforts will bear fruit. It is expected that by 
1966-67 India would be able to produce 7 million tons of petroleum 
products and meet 50% of the country’s requirements. 

Coal. As A. Zimmerman remarks, “In spite of the growing 
importance of its more spectacular rival, especially pettoleura, coal 
remains the chi(‘f energiser of modern industry and continues to 
provide most of the power required to move overland the dry 
bulk eomniodilies of the present-day world of commerce.’”^ 

Although India is the .second largest coal-producing country 
in the Commonwealth and ninth in the whole world, yet consider¬ 
ing I he vast requirements of the country, our coal resources are 
extremely limited; nor are they satisfactorily located. The qua¬ 
lity of our coal is very inferior on account of its high ash con-t 
tent a,nd the presence of moisture. Also, the coal de])osits arc very 
■uiievenly distributed. Gondwana coal fields supply 98% of the 
total supplies of "oal in India. This imposes a serious handicap 
ion industrial development in distant States. The problem of coal, 
therefore, is not merely one of production but also of transport. 
Kor Madras the price of coal rises to three times of what it is at 
coal pits. This is why the Madras Covemment has undertaken 
a project, viz., Areot Lignite Project at Neyveli, for developing 
lignite coal (brown coal) of which they possess ample reserves. 

The coal output in India in 1963 was about 67 million tons 
The target for the Second Plan was 60 million tons and for the 
Third Plan 97 million tons. Our coal output is insignificant as 
compared with that in the U.S.A, which is more than 456 million 
tons. Our per capita con.sumption of coal has been put at .07 
ton as against 4.75 tons in the U.S.A. This shows how baT'kward 
industrially we are. 

The situation, as visualized by the experts, calls fqr serious 
thought. It is, therefore, necessary to economise and devise mea- 
asures to make our limited resorces of coal last as long as possible. 
We find, on the other hand, that we are very imprudently wa,sting 
our coal resources. Good quality coal is being used for siteara- 
Talsing purposes by railways and others, whereas it should be 
msed only for metallurgical, purposes. 

As measures of economy, fhe Planning Commission has recom¬ 
mended: (i) Though pnoduction of coking coal may be maintain¬ 
ed at the ])resent level yet under Yio circumstances should new 
fields be developed; (ii) stowing, blending and washing should be 
enforced by,law; (iii) selective mining should be stopped effec¬ 
tively; (iv) a programme*f of replacing coking coal by other coal 
should be taken up; and»(v) a Coal Board should be set up to 
conduct a comprehensive examination of all questions relating to 
coal. ' 


1. Quoted by A, K. Bur'in his.^aft04iaZ Seswro^f of India, 1942, p. 45. 
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Apart from imprtrving and mechanising the methods of coal 
extracting, the following steps have been taken for proper utiliza¬ 
tion of our coal resources: (i) using second grade coal for gene¬ 
rating Thermal Electricity; (ii) manufacturing petroleum from 
second grade coal for which the Government of India have enter¬ 
ed into a contract with a foreign firm; and (iii) a trade mission 
from Czechoslovakia have offered to supply boilers in which in¬ 
ferior coal can be used. These measures, it is hoped, will go a 
long way in economising our coal resources. 

National Coal Development Corporation has been set up to 
assist production. It fulfilled the task of attaining a production 
level of 13.5 million tons a year and it is hoped to fulfil a Third 
Plan target of 30.5 million tons a year. The Corporation made 
profit of over 11s. 1 crore in 1960-Gl. 

Now rich deposits of rnotallurgical coal liavo been found in 
Bokaro and Baniganj areas which will make India self-sufficient 
in grade 1 coal for decades to come. 

Hydro-electric Resources 

We have seen that the power })osition in India is not satis- 
factor;v (ither from the point of vieAv of wood, or coal, or petro¬ 
leum. The Indian forests are inaeee^sibJe, and even otherwis? 
forests cannot last long if only w()(>d wore used as a source of 
power to meet the needs of modem industry. As for coal, not 
only is the quality of Indian coal poor but the quantity, too, is 
strictly limited and it is unevenly distributed. Petroleum, too, is 
insufficient. But if nature has been niggardly to India in coal 
or oil, she has been almost lavish in her gifts of hydro-electric 

resources. 

• 

There are immense possibilities for the development of hydro¬ 
electric energy, especially in regions distant from the coal mines. 
Nature seajns to liave marked out in India Uvo distinct zones: the 
^coal zone' and tlie ‘water zone’. It has been estimat<‘d that the 
total hydro-electric potential, which it might be possible to deve- 
iox> from various likely sites, is about 35 million kw. Between 
1950 and 1960, the generation in India has increased by 206^'? al¬ 
though it has been much higher in other industrially advanced 
■countries. At the beginning of the First Plan, the total installed 
capacity of power generation plants Was *2.3. million kw. and during 
the First Plan, it increased to 8..4 million kw. The Second'Plan 
aimed at raising it to 6.9 million kw. and the target for the Third 
Plan is 31.8 million kW. The insUlled t)owcr capacity in the 
country rose to 7.5 million kw. in 4963-64- as against 6.7 million 
kw. in 1962-63. By the end of the Third PJau the generating capa¬ 
city is expected to be of the order of 32.5 million kw. The setimat* 
ed cost of the power programme in the public sector m the Third 
Plan is Rs. 1,039 crores. * 

The principal power schemes completed and brought into ser- 
vice dui'ing the First Plan were: (4^,000 kw.), Bokaro 
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(150,000 kw.), Chola (54,000 kw.), Khaper Kheda (30,000 kw.), 
Moyar (36,000 kw.), Madras City Plant' Extensions (80,000 kw.), 
Machkund (34,000 kw.), Pathri (13,000 kw.), Sarda (27,000 kw.), 
Sengnlam (48,000 kw,), and Yog (72,000 kg.). In addition, con¬ 
siderable progress was made on a number of major products, e.g., 
Bhakra, Hirakud, Koyna, Chambal and Riband. 

The First Five-Year Plan made a provision of Be. 260 crores 
for the development of power in the country. The total outlay in 
the Second Plan had been put at Rs. 410 crores. In the Third 
Plan (final draft), a sum of Rs. 925 crores has been allotted for 
power. 


Hydro-electric Developments 

India is one of the pioneers in the matter of hydro-electric 
installations. The first hydro-electric plant was installed at Dar¬ 
jeeling in 1897-98. Another hydro-electric project was completed 
m 3902 in Mysore on the river Cauvery at Sivasamudram. A brief 
account of old and new hydro-electric installations is given below, 
(Detailed account of multi-purpose Projects is given in the chap¬ 
ter on Irrigation.) 

Maharashtra. In Maharashtra, there are three electrical in¬ 
stallations managed by Messrs. Tata and Sons, viz,, Lonavala, 
Andhra Valley and Nila Mula, having a combined capacity of 2^ 
lakh kw. They supply electricity to Bombay mills and electric 
trains at very low rates. To Bombay area, which is situated at 
a distance of 1,400 miles from coal mines, it is a priceless boon. 
A new project, Koyna Project, will have an underground power 
house with four units of 60,000 kw. each. It will supply ijower 
to Bombay, Poona and adjoining areas. 

• _ 

Madras. In the South, the Pykara Hydro-Electric Works 
(Madras) have a capacity of 90,000 H.P,, in addition to 30,000 

H. P. from the tail water at a lower site. It has the highest head 
plant in the Commonwealth. Then, there are the Mettur Hydro¬ 
electric Works which are considered to be the largest of its kind 
in the world. They have a capacity of 50,000 kw. The Rs. 6- 
crore Mettur Tunnel Scheme is expected to supply additional 

I, 00,000 kw. Other schemes operating in Madras are Annolley, 
Karteri and Munar. The Papanasam Scheme completed in 1944 
has a capacity of 21,000 kw. Pallivasal Project of Travaneore haa 
also a similar capacity. Additional generating sets have been in¬ 
stalled at both Pykora and Papanasam Works. The Kundah 
Hydro-electric Project, the biggest in Madras, generate 4.2 
lakh kw. It is estimated to cost Rs. 35 crores. 

Mysore. In Mysore, the Mysore Hydro-electric Works on the 
Cauvery at Sivasataudram were the earlier workg established in 
the whole of Asia. They generate 40,000 kw. and supply energy 
to Kolar gold mines and a large ]^umb<jr of towns and villages. 
The Mahatma Gandhi Hydro-electric• Works, formerly called d^g 
Power Scheme, in Mysore, were completed in^ 1952. About If 
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lakh kw. eapaeity has been installed by harnessing the waters of 
the Sheravati River at Jog Falls. 

A new project— Sharavati Power Project, in Mysore, is said 
to be India’s biggest power project. The entire project, includ¬ 
ing all units in the main power house is estimated to cost Rs. 101.5 
crores. The project consists of Linganamakki dam, a three-mile 
power chanfiel leading into a reservoir behind a subsidiary dam 
across a minor stream, and two pressure tunnels. There will be 
ten generating sets each capable of 100,000 kw. An additional 
€0,000 kw. will be generated at the Linganamakki dam. The old 
Mahatma Gandhi Hydro-electric station will continue in service 
until all the ten units in the new Sharavati power house are com¬ 
missioned after which it will serve as a stand-by capacity. The 
Rrst two units were expected to be commissioned in 1964, three 
in 1965 and three in 1966. Power hungry industries around Ban¬ 
galore, Plubli and Mangalore will get more power. The Shara- 
vati Project opens up tremendous prospects for a long neglected 
tract which is rich in forests and possesses big reserves of iron 
ore. • 

Punjab. Tn the Punjab, the Mandi Hydro-elcctric Works arc 
the oldest and have a capacity of 118,000 kw. Its 15,000 feet long 
steel mantled tunnel is a marvellous achievement. 

Bhakra Project 

Among the new works, power has already been switched in 
from the Ganguwal and Kotla power stations on the Nangal Hydel 
Canal. The three power houses at Bhakra, Ganguwal and Kotla 
have an installed capacity of 6,04,000 kw. These are parts of the 
new Bhakra-Nangal Project. At the foot of the Bhakra Dam on 
both batiks power stations have been established using the water 
falling from the dam. The left bank power house with an aggre¬ 
gate capacity of 450,000 kw. is already complete. The power deve¬ 
lopment (fn the right bank envisages the installation of five units 
of 125,000 kw. each. (Pull details of Bhakra Project will be given 
in the chapter on Irrigation.) 

♦ 

• Baas Project 

The Beas Project (detailed account given in the chapter on 
-Irrigation) is a joint venture of the Punjab and Rajasthan,Gov¬ 
ernments. There will be a power plant in Beas. Sutlej link of 
tills project will have an installed capacity o| 9.96 lakh kw. There 
will be a second,unit with an.installed capacity of 240 mw. When 
the Beas Project‘is completed, the powPr systems of Beas and 
Bhakra projects will be linked in a common grid with a total in¬ 
stalled capacity of 2.225 million Irw. . 

Uttar PraiSleBh. In Uttar Pradesh, there is the hydro-electri* 
grid system generating power^ from the Gauga Canal System and 
supplying electricity to the principal towns in the State. Recentr 
ly Sarda Hydro-electric’ProjeiSt (41,400 kw.),. the Pathri I^ojeet 
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(24,000 kw.) and the Mohammadpur Hydro-electric Works (10,000 
^ kw.>, have also been brought into operation. 

Riband Project has also been completed and commissioned* 
Besides supplying power to the eastern and southern Uttar Pra¬ 
desh, it will ^so supply power to Rewa and Vindhya Pradesh re¬ 
gions of Madhya Pradesh. It is the biggest power project under¬ 
taken by U.P. since Independence. It has five units of 50,000 
kw. each. It has been decided to instal an additional plant for 
generating 50,000 kw. The ultimate installed capacity is expect¬ 
ed to be 300,000 kw. The total cost of the project is estimated 
to be nearly Rs. 46 crores. 

Kashmir. To Kashmir belongs the credit of having complet¬ 
ed the second hydro-electric works in India. Electricity is gene¬ 
rated at Baramulla on the river Jhelum and the plant has a total 
capacity of 26,000 H.P. To this has now been added Sindh Valley 
ilydro-electric Project, Rs, 280 lakhs have been sanctioned for 
Ohenani Hydro-electric Project on Tawi (Jammu) which will gene¬ 
rate 35,000 kw. 


Damoidar Valley Project 

, A joint big project of West Bengal and Bihar is the Damo- 
dar Valley Project which consists of four storage dams with hydel 
power house of a total capacity of 1,04,000 kw., three thermal 
pow(‘r stations with a total capacity of 6,25,000 kw. The Inter¬ 
national Development Association has granted credits amounting 
to $18.5 million to finance an expansion programme of the D.V.C. 
It will help financing the installation of 140,000 kw, new genera¬ 
tor. It will increase (Corporation’s generating capacity from 
524,000 kw. to 1,084,000 kw. It is scheduled for completion by 
the end of 3965. With the additional credit of Rs. 8.8fi crorea 
from IDA, the total installed capacity of DVC will go up by 
140,000 kw. The existing capacity is 479,000 kw. of which the 
Tilaiya Power Station accounts for 4,000 kw., Bokar» Thermal 
Power Station 2,25,000 kw., the Maithon Hydel Channel 60,000 
kw., the Panchet Hydel Power Station 40,(X)0 kw. and the Durga- 
pur Thermal Power Station 350,000 kw. Two units will be add¬ 
ed to the DVC ^stem during the Third Plan raising the totaJ gene- 
rarting capacity to 9.79 lakh kW. Mayurakshi Project in West 
Bengal; though primarily an irrigation project, will also provide- 
for an installation of a 4,000 kw. hydro-electric^ plant. Besides 
supplying power to Birbhum and Jldurshidabad districts in West 
Bengal, it will* also supply power *to. Santhal Parganas in Bihar. 
During the Third Plan, two^ units of 1.25 lakh kw. each are to be 
added to the DVC system* raising the total power generating capa¬ 
city to 9.79 lakh 

♦ torakud Project 

Orissa. * In Orissa there are two. important power jirojects,. 
viz., the Hirakud Dam Project and Maehkund Dam Project. Ifjbe 
Power Ht>nse at the ba|p*o£ the Hirakud Dam has an installed 
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capacity of 1,23,000 kw. in the first stage. The second stage 
Chiplittra Power Honse Scheme provides for installation of three- 
units of 24,000 kw. each and two additional units of 37,500 kw. 
each at the main power house at llirakud. The power house at 
Chiplima was inaugurated in September 1963, marking the com¬ 
pletion of the Second Stage of the Hirakud Project, The total 
installed cgj)acity of the llirakud system is now 270 mw. It is 
proposed to instal a few more units to provide additional peak¬ 
ing capacity. 

Ohambal Project is a joint project of Madhya Pradesh and. 
Rajasthan Grovernments. It has a capacity of 80,000 kw. The- 
first stage has been completed and is called Gandhi Sugar Dam. 
The second stage known as Rana Partap Sagar Dam will have a 
generating station of four unifs of 32,000 kw. each and a paustoek 
for the fifth unit of a similar size. The third stage included in. 
the Third Five-Year Plan will have three sets of 26,000 kw. with 
a provision of two more sets to be installed at a later stage. 

There are, besides, quite a largo number of other small hydro¬ 
electric works in various parts of the country. • 

The other projects which are in different stages are Tikar- 
para and Niraj (Orissa), Narmada, Tapti and Sabarmati (Bom¬ 
bay and Madhya Pradesh), Indravati (Bastar), Sone, and NayjJi* 
(U.P.), Dihang, Manas and Baraqli (Assam), T\ingabhadra 
(Andhra), Sindh Valley Ilydro-electrie Project (Kashmir), Cham- 
bal Hydro-eleetrie Project (Madhya Pradesh and Rajasthan),. 
Nagarjuna ftagar Project (Andhra). The total power generation 
on these projects may be 10 million kilowatts. 

Conclusion. In spite of her immense water-power resources 
and their strategic location India has not been able to develop 
more tlTan 5 per cent of her water-power potential estimated to 
be 40 million kilowatts. What hampers the hydro-electric deve¬ 
lopment in India is the seasonal character of her rainfall which 
necessitates the building of costly dams to ensure continuous flow“ 
of water. 

Electricity is yet unknown to the common man in India and 
the supply is confined mostly to urban areas. Canada started" 
developing her hydro-electricity three years after the first plant 
was set up in India. But today her installed Qaj>acity is 35 times., 
that of ours, of the JT.8.A. 29'times and that of U.S.S.R. 45 times. 
Even the comparatively small*countries like Prance, Switzerland,. 
Norway, Sweden and Japan have each a capacity 5 to 10 time» 
the installed capacity in India. The annual per capita genera¬ 
tion of electricity in India is only 39 kw. compared to Norway’s 
7,740 kw. j Canada's 5,780 kW-j^the TT.K-'s 1,9J^ kwh. and'Japan's 
875 kw. India tbday mses in *a year as much electrical energy as. - 
the IT.S.A, generates in a week Over 45 pgr cent of this energy . 
is used in the cities of Bombay and Calcutta whfle, if Ahmedabad 
and Kanpur are included, over half of India's total supply of 
energy is absorbed in four cities containing not more than 1| per 
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cent of the population of the country. The per capita conBttmp> 
tion of electricity is a paltry 20.7 (1956) kw. in India as against 
* 986 in England, 2,616 kw. in the U.S.A., 2,272 kw. in Switzerland 
(1953), 2,884 kw. in Sweden, 6,589 kw. in Norway and 3,536 kw. 
in Canada. 

The Government of India is now in dead earnest to convert 
•our “water into wealth”. Quite a large number of multi-purpose 
projects are under execution, investigation or contemplation. They 
will provide not only electricity but also irrigation, flood control, 
navigation, fish culture, recreation facilities, and new “places of 
pilgrimage”. 

Indians, A Poor People in a Rich Country 

This rapid survey of India’s resources is enough to show that 
Nature has been very generous to India, almost lavish in some 
respects. Her biggest gift, the Himalayas, are of incalculable eco¬ 
nomic benefit to her a^id have immense potentialities. The Indo- 
Gangetic Plain is a perennial source of rich and varied crops. 
The infinite variety of climate can enable us to develop a rich 
^economic life. Our mineral resources are fairly varied and suffi- 
^ently rich. Goal may be deficient, but water-power resources 
Are immense. We have a huge livestock and a vast human popu¬ 
lation. Geographically we are ideally situated. India seems to 
be thus marked out to be one of the most prosperous countries 
of the world. 

But what is the actual position? Poverty stalks the land, a 
poverty for which there is no parallel in the world. It is nothing 
abort of a paradox that we should be poor while our country is 
ao rich. Obviously man has failed to take full advantage of the 
gifts of Nature. 

One thing that strikes us is the criminal waste of our re¬ 
sources. We have already seen how our coal resourees*are being 
wasted for the sake of getting maximum profits. Dr. R. K. Dass, 
in his book Industrial of India, made a detailed study 

■of wastage of resources. lie showed that the wastage of natural 
resources of India amounted to 75 per cent. • 

Then, there is also wastage of human resources on account 
of ill-health, ignorance, unemployment or under-employment, 
useless motherhood ^nd premature deaths. It has been calculat- 
■ed that nearly 64 per cent of the total manpower is annually lost. 

Wastage of capital arises from unproductive investment, from 
^immobilization•of the capital resources, and from imperfect utili- 
*zation of the existing capital resources. This was estimated at 66 
per cent of our total capital resources. 

The total wastage of the productive factors, viz., land, labour 
And capital, was put at 69 per cenf* which is more than two-thirds, 

1. B. K. Dm; The IndwtiriiA Ef^eney of Itidia, 1930. 
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We are, in other words, utilizing less than one-third of our pro¬ 
ductive powers. Is it any wonder that we are poor? 

Causes responsible for this wastage are numerous and com¬ 
plex. They lie in our social, economic, and political structure. 
Racial characteristics, ignorance, inexperience and illiteracy all 
have something to do with this state of affairs. 

Our political dependence prevented us from formulating poli¬ 
cies calculated to exploit our resources on the right lines and to 
the full extent. The policy of laissez-faire, pursued by the State 
in India, considerably affected th< development of our resources. 

The advance influence of social conditions is only too appa¬ 
rent. The caste system is responsible for the vivisection of our 
society and, by preventing free mobility of labour, fits many round 
pegs in square holes. The .loint-family system hills individual 
initiative and enterprise and breeds drones, which, in its turn, re¬ 
duces the chances of accumulation of capital. The stay-at-home 
habits engendered and encouraged by the system are responsible 
for the maladjustment of supply of labour to the demand for it. 

The dominance of religion makes the people fatalistic, super¬ 
stitious, and conservative, and cuts across the organization of thif 
economic interests. Religious sentiment also prohibits, in the 
majority of cases, the full economic utilization of our cattle re¬ 
sources. The most important cause has been our political subjec¬ 
tion, Now that we arc free, we shall be in a position to pursue 
correct economic policy. But before any tangible results can be 
achieved, the character of our people will have to he rehabilitated 
from a state in which our 150-year-old slavery had lauded us. Tlie 
natural rofoureos constitute va.st potential wealth of the country. 
If these «resoure<*s arc properly and adequately utilised, they can 
become a key factor in the proce.ss of economic growth of the 
country. So far these resources have been insufficiently tapped. 
It is an important task of the rianuiiig Commission to utilise them 
effectively to accelerate eeonomie development. This is the role 
that the natural resources can jflay in development planning. 
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Population 


Tho progress of a country depends so much on the people 
living in it that without a proper survey of their different acti¬ 
vities no future plans can be made. India is poor and her poverty 
has no parallel. The standard of living is almost the lowest, in 
the world. A thorough and scientific study of Indian population 
problem is essential to suggest remedies to improve conditions. 
To be able to suggest correct remedies we have to answer the 
questions: “How many are ‘we the people’ of India? In what 
places do we live? In what manner do we obtain our means of 
living? At what rate have we been growing in the last few de¬ 
cades? What has been the effect of this growth upon our means 
of living? What is the inference to be drawn from the experience 
of the last few decades about the probable growth of (Tur num¬ 
bers and our means of living during the next few decades?” 

Answers to these questions help us to make organ^ed efforts 
to raise the standard of living of the people and to promote their 
welfare. Only a careful study of the various aspects of our popu¬ 
lation can help us to answer these questions satisfactorily. Plan¬ 
ning without the knowledge of the size of population and jits dis¬ 
tribution will be a leap in the dark. Hence a study of population 
is essential to ensure a steady and stable economic progress. 

Siae and Density 

According to post-enumeration check of the census of 1961, 
the population of’India is put at 439,235,082. In the matter of 
population, India is the second largest country in the world, the 
first^ being T-hma whose population in 1959 was estimated at 582 
million. It is one-sevPnth of the total world population while 
occupying 2.4% of the world’s land area. Among the Indian 
States, U.P. leads with 73.75 million, followed by Bihar 46.46 mil* 
lion, Maharashtra 39.55 million, Andhra Pradesh 85.98’ milliflt, 
W^ Benpfal 34.92 million, Madras 38.60 million, Madhya Pradesh 
82,37 million, Mysore 23.58 million, Gujarat 20.63 tnilli^, Punjab 
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20.30 million, Kajasthan 20.15 million, Orissa 17.55 million, Kerala« 
16.90 million and Assam 11.87 million. 

The average density of population in India according to 1961 
census is 370 persons per sq. mile, but the number of persons per 
sq. mile varies from State to State. We find such extreme varia¬ 
tions as 20 persons per square mile in Andaman Islands, 51 in 
Jummu and Kashmir and 1,032 in West Bengal; 1,127 in Kerala 
and Delhi with 4,640 being the highest. Rajasthan has only 153 
and Punjab 430, Himachal Pradesh 124, Assam 252 and Madhya 
Pradesh 189. The areas of varying density really cut across the 
State boundaries. For instance, leaving Kerala, the region of 
highest density is Indus-Jumna-Ganges Doabs and the West Ben¬ 
gal basis. The density in this entire region seldom goes^ below 
500 per square mile and is often above 1,000 in areas astride the 
rivers. The Central and Deccan plateaus are well under a den¬ 
sity of 500 generally except places like Ahmedabad, Bombay, 
Baroda, Hyderabad, Bangalore, etc. The Western Desert and Low 
lands, ^the Madhya Pradesh teak and scrub forests and Softth-East- 
em mil and upland forests have a density of below 200. 

Factors Determining Density 

The following factors are responsible for these variations:— 

Density is governed, in the first place by tfilmftte. A healthy 
climate attracts more people and maintains larger numbers. If 
climate is unfavourable as in Assam, the density will be low. 

Secondly, apart from the effect of climate on health, the den¬ 
sity of population in India, as in other countries, is mainly con¬ 
trolled by the distribution of rainfall. If rain is adequate, time¬ 
ly and “evenly distributed, it will he conducive to the growth of 
cereal crops like rice. As rice is a prolific crop, it eau support a 
high density of population. But rainfall is not the only deter¬ 
mining factor. In the Himalayan areas of Debra Dun, Almora 
and Siirila, the rainfall is ample and varies between 60 and 85 
inches in the year, yet the number per square mile is very low. 
Similarly in Assam, where the rainfall is nientiful. the density is 
only §52. The same is true of Jammu and Kashmir, which has a 
density of only 51. 

The third important factor is, therefore, coiifigiiraliou or sur- 
jTaCe features. It is thus clear that the relief of land plays an 
important part in density of population. Regions which have a 
heavy rainfall but have a mountain surface covered with jungles 
Cannot support a large population. Plains, on 4he other hand, 
are favourable for settlement and agriculture. 

Fourthly, it is seen that irrigaticm fiegdUties which stabilise 
agricultural conditions lead to denser population. Irrigated areas 
in the Piu^ab are much wore densely populated than unirrigst- 
ed distiTcts like Hissar and Bhatinda. 

Fifthly, eecnioBaio dsyelopaieiit leads to dense population and 
the absence of it accounts for sparse population. Undoubtedly 
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;fche ttumlwr of poople that an area can maintain in iiie iiastpral 
stage is very small. In the agricultural stage, larger numbers 
be supported. And in the industrial stage, there is room for 
many more people. It is well-known that centres of trade and 
industry are usually very densely populated. The higher density 
in Bengal is partly due to this factor, while the lower ^density in 
the Punjab is due to the agricultural character of the State. 

Sixthly, the nature of the soil also makes a difference. le¬ 
gions of sandy soil show a lower density as compared with fertile 
areas. Bajasthan, for instance, is \ery thinly populated, while 
Bengal has a much more dense* population. 

Seventhly, semirity of life and property is partly responsible 
for the number of people living in an area. In border areas, the 
density is comparatively lower for this reason. 

Finally, inter-Stalo variations in density are, to some extent, 
due to inertia. People cling to their native areas even though 
the pro<^ects of living eonditions may bo brighter in other States 
but where customs and language are different * 

Obviously no single factor can explain variations in density. 
A. happy combination of several factors goes to make for a higher 
density. For a long time, tho influence of the geographical fac¬ 
tors was overwhelming. But they have now ceased to be the solo 
and exclusive influences Thev are steadily giving place to fac¬ 
tors which are under human direction and control 

One might say that if we compare the density of population 
in India (370) with some other countries, like the UK, there seems 
to be no cause for alarm. The densities in some European coun¬ 
tries are: XT.K. 536, Belgium 654, Germany 443 and Italy 394 In 
Japan the density is 579. But we should not forget that those 
countries are highly industrialised As such they are in a posi¬ 
tion to support much larger population India, on the other 
hand, is an agricultural country and can ill-afford to heal’ the bur¬ 
den of such a huge population. In other eountrifes of the world, 
where agricultural sector occupies an important place, the den¬ 
sity is much lower, e g, France 193, China 123, TJ.S.A 50, USSR. 
23 and Canada 3. When we look at these figures we certainly feel 
concerned. In India with increasing numbers, the pressure on 
the soil has greatly increased. Between 1921 and 1951 the ‘area 
of cultivated land per capita*, the ‘double crop area per capita* 

' and the ‘irrigated ^rea per capita’ declined steadily and was sub¬ 
stantially lower in 1951 than in 1921, 

Ib liiere any oonnection between Dmudty of Population imd 
the X<evel of Prosperity in a country? It would appear that so 
far as density of population per s(piare mile is concerned, we are 
in the company of rich and prosperous countries like U.K. From 
this, one might conclude that there is a connection between high 
density and prosperity. It may be argueW that a large^ number 
of industrious and resourceful people wilf better develop the la- 
sources of a country and con^bute to its material prosperity. 
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in cUauii^ fopnlalod, it doss not aeMarily follow tluvt it inut* 
be iffosperoiie. The United Statee—the richest countr^r In the 
world—has got a very low density of 50 persons per squa^ mUe. 
Australians are fairly rich, yet their density is as low as 0. The 
U.K. with a high density and the U.S,A. with a low densily, both 
enjoy a htgh standard of prosperity. Thus there is no necessary 
oonneetion between density and prosperity. Of all agriculturjd 
countries we have the highest density. But far from indicating 
a large measure of prosperity, this density is actually a cause for 
alarm. A dense population cannot be economically prosperous 
unless it develops industries and produces more per acre. 

Problem of Urbanization 

According to 1961 census, 17.97% live in cities and towns. 
82.3 per cent of the jjeople in India still live in villages. The 
conditions in the West are quite the reverse. In Western coun¬ 
tries, the percentage of urban population varies from nearly 52, 
in> France to 80 in England. Apart from the cenlrally “admmis- 
tered area of Delhi, the most highly urbanised States are Bombay 
(where one-third of its population is urban) and West Bengal and 
Mysore with one-fourth. Among the leSst urbanised Slates are 
Orissa (6.32%), Assam (7.69%) and Bihar (8.43%). * 

The distribution of population between rural and urban areas 
is significant Economic progress iu every country has been mark¬ 
ed by a corresponding increase ni urban population. The fact 
that a very small proportion of our p(‘ople live in urban areas 
sliows that we are yet far behind other countries in the develop¬ 
ment of trade, transport and industry. It indicates much depen¬ 
dence dn agriculture. 

The rural-urban distribution of xjopulation in a country is 
also significant from another point of view. It throws light on 
a people’s national character. It is believed that persons living 
in the villages are generally lethargic, conservative, and imper¬ 
vious lo new ideas. Villages are backwaters of civilization. On 
the contrary, it is believed that people in cities are alert and re¬ 
sourceful. It is from the cities that all progressive ideas radiate. 
The total number of cities in India (with a lakh and over of popu¬ 
lation) was only 107 iu 1963, and of major towns (with over 
20,000) was 515. The fact that India has only a few cities indi¬ 
cates its* industrial backwardness. • 

* » 

These considerations call for a ino*re balanced distribution of 
our population between rural and ^rban. areas. Not only is the 
proportion of our urban population iilsignifieant, but progress in 
this direction has been slow. -There has been only a slight shift 
towards urbanisation. From IJ per cent living in urban areas in 
1921 we have advanced to a nearly 18% in 1961. But although 
the percentage of inemse has Been slight, ynt the absolute growth * 
in urhanizatm is substantial. ^The partition of the country in 
1947 stimulated urbanization greatly. The main causes of urbani- 
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But urbaniasatioii to the extent prevailing in the West is not 
compatible with Indian climate. Even with an 18 per cent people 
living in towns, the congestion in some of them is terrible. Tuber- 
oniosis and venereal diseases are rampant, while epidfemies take 
a heavier toll in cities than in the open countryside. The “slum- 
mery” is destructive of both the moral and physical health of 
the labourer. 

In India, therefore, we do not advocate piling up of people 
in big cities, blindly following the West. We should have planned 
development of our cities so that evils associated with congestion 
are prevented; we should have medium-sized, open, airy and 
heal^ towns. We need in India the urbanization of the rurid 
aid mraUzation of the urban cenlres. The new town of Chandi¬ 
garh in the Punjab is a good example to follow. 

w I' - * 

Occupational or Livelihood Pattern 

The following table shows at a glance the occupational pattern 
of the workers. The percentages of 1951 have also been shown 
• to bring out the shifts that have occurred during the last de¬ 
cade;— 



1961 

mi 

Bemarks 

Oultiination ft Agriculture Labour 

m.14. 

69.53 

Small but distinct 

Forestry, Plantations, Mining, 
Quarrying, eto. 

2.95 

2.76 

reduotiofi 

Increase 

Hoosahold Ltdusiry ft Manu- 
£soturing 

10.00 

10.61 

Distinct i^ease 

Ooustruotion 

.06 

1.09 

Distinct inoretise 

Trade and Oonuneroe 

6.24 

4.05 

Decline 

lhanaiKnt, Storage ft Communi- 
oauon 

1.53 

1.69 

Distinct increase 

Senrioes 

10.49 

10.36 

3maU increase* 


It can be seen easily that out of 100 Indian workers, 65 are 
engaged in cultivation and agricultural labour, 12 in industry and 
manufacturing, 12 in services, 6 in trade and commerce, 4 in fores¬ 
try, mining, etc., 3 in transport and communications and 2 in 
conduction. 

The classification in the above table shows that 70% of the 
people depend on agriculture and 30% on non-agrieultural occu¬ 
pations. Only in Delhi and the ,Andamans the non-agrioultural 
population exceeds the agrieultural. Even in industrially’advaim- 
ed Stat^ like West Bengal and*Bombay the number engaged In 
agripultare is greater. 




a casQBl look at tills distirtiiiitioa shows the very un¬ 
even distribution of our people over the various occupations. It 
indicates the unbalanced nature of our economy. . 

Very few people are engaged in administration and liberal 
arts. This shows a high degree of Uliteracy and intellectual back¬ 
wardness. According to 1&61 census, literacy was 24% for India 
as a wholeband 13% for women only. Great effort is needed to ac¬ 
celerate the drive for increasing literacy in the country. In the 
absence of alternative sources of employment, however, it is under¬ 
standable why people fight so hard for the limited number of Gov¬ 
ernment jobs. 

Although 12 per cent are shown as being engaged in industry 
in 1961, actually a much smaller number is accounted for by 
organised industry. When we know that less than one-fifth of 
our people are engaged in trade, transport and industry, we find 
a clue to Indian poverty. The majority are doing unremunera- 
tive work, hence poverty is inescapable. 'Industrialize or perish” 
should be our slogan. Development of agriculture alone cannot 
pull us nut of the mire of poverty. In fact the most distressing 
fact ab*t our vocational distribution is that an overwhelming 
number of people are dependent on agriculture, India shows 
the highest percentage of people in the world as engaged in agyi- 
culturo and yet the pity is that the country is not yet self-suffici¬ 
ent in foodgrains. 

Agriculture is the least remunerative of occupations. Econo¬ 
mic progress has always been marked by a diminution in the num¬ 
bers engaged in agriculture and by an increase in those engaged 
in trade, transport, and industry. In England, for instance, less 
than 10 per cent of the people depend on agriculture. To make 
matters still worse, as stated before, Indian agriculture is a gamble 
in rain. It is subject to the law of diminishing returns. It is a 
seasonal occupation and subjects our people to enforced idleness 
for several months in the year. Our excessive dependence on agri¬ 
culture is thus an index of unbalanced economy and is one of the 
most important causes of our poverty. Last half century has made 
little change in this position. 

The 1961 census report has indicated some shifts in voca¬ 
tional distribution. Marked changes are evident in the rural and 
urban sectors separately. In rural areas, the increase in the pro¬ 
portion of workers has outstripped that of natural growth; this 
has not happened in urban areas. Cultivators in rurisd areas have 
shown substantial increase, both absolute and comparative. Agri¬ 
cultural labour shows decline in ratios during the last ten years. 
Forestry, Hunting, Fishing, Mining, Quarrying, etc., show suh- 
sta^ntial increase in rural areas among males. Increase among 
workers in Household Industry and Manufacturing has been mark¬ 
edly high in both rural and urban areas. But there has beejji, 
ateep decline among women workers in construction in urban 
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CuriouBly enough, in spite o£ the larger volume of trade and 
commerce in the count]^, there has been a general decrease in the 
ratio of workers in this category in both rural and urban areas. 
Timers has been a marked increase among workers in Storage, 
Transport and Communication, in both rural and urban areas. 
Services have also markedly increased in rural areas but have re¬ 
gistered decline in the last ten years in urban areas. ^ While the 
proportion of workers in rural areas has exceeded the decennial 
rate of growth, the proportion of non-workers in urban areas has 
been steeply on the increase, both in absolute and comparative 
terms. 


Sex Eatio 

Of the total population of 439.2 million covered by the 
census in 1961, 226.3 million (or 51.4%) were males and 212.9 (or 
48.6%) were females. Over the country as a whoJe there are 941 
females against 1,600 males According to 1^61 census, the 
figures are 940 females against 1,000 males. The position in the 
world ^t large is inueh better, there being 992 femal^ against 
1,000 males. The disparity in the number of the two *xes pre¬ 
sents an important social problem, 

« The main causes of sex disparity are: (i) A larger proportion 
of boys than girls seems to be born in this country than in the 
West, (ii) The statistics indicate that girls in tlie first few years 
of their life still s('<'m to suffer from greater neglect than boys, 
(iii) A lieavy toll of female lives is still taken in the earlier period 
of reproductive age, i.e., 15—34. The gap thus created is not fill¬ 
ed up in later years. 

Early marriage, purdah among Muslims, and the lack of 
trained midwives are the* causes of the greater mortality among 
women. Maternal mortality is the most important cause of there 
being fewer females in India. Malnutrition, consumption and 
uterine diseases, too, take a heavy toll. Conditions of lif4 in India 
are definitely harder for women than men. 

Madras, Orissa, Travaucore-Cocliiu and Kutch are the only 
parts in India with more females than males. Delhi has only 768 
females to every 1,000 males, while greater Calcutta and greater 
Bombay have only 602 a^d 569 respectively. Conditions in cities 
are much worse than in villages. South India and Central India 
are, however, better off than North and North-West India. In 
N.W. India the,ratio is 888 per 1,000 while in South India it is 
999. 

, According'to 1961 census report, the proportion of females 
to males is slowly declining. This niea,ns that risk to female lives 
at most agc.s lias not improved upon the risk to male lives. This 
emphasises the fact that demographically India has not yet enter¬ 
ed the modern industrial age in which the risk to male lives is in¬ 
creased and th| rbsk to female lives^is reeftced. 
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Ixpeetation of life 

A child born in India expects to live a much shorter life" 
than one born in other countries. The expected age for males 
in 1961 was 32 years and five months and for females 31.66 years. 
Expectation of life during the Second Plan was estimated to be 
41 years ^d nine months. According to 1961 census final esti¬ 
mate, the expectation of life at birth has risen to over 45 years. 
This rise is due to a decline in infant and maternal mortality. 
But expectation of life in India is still far below than that in 
some other countries. The expectation of life at age 10 is 60 
in Britain, Australia and New Zealand; 56 in U.S.A., about 
50 in Japan and 47 in Egypt. Poor nutrition is responsible for 
the low expectation of life. Not only is the food insufficient in 
quantity, it is also poor in quality. 

The short expectation of life in India is largely due to infant 
mortality. Being uneducated, the Indian knows little about the 
laws of health, foc'd UiUd sanitation. Besides, the climate of the 
country is favourable to the spread of e])idemics. , 

The present shoi-t expectation of life in India can only mean 
that the labour and expense of bringing up human life do not yield 
a proportionate return. People die off in the prime of life when 
they can best contribute to the welfare of the community. De¬ 
prived of such rich lives, India is bound to be poor. 

Age Structure 

The age composition of a country's population can be pre- 
seiit(‘d in the form of a i)yramid, the base representing the children 
born. All the children born do not sur>ive. As we go up the 
pyramid, the numbers are cut down so tliat the pyramid becomes 
narrower towards the top. The shape of the pyramid reflects the 
survival rate in the country. India has got the highest birth-rate 
and thes highest death-rate in the world. The Indian pyramid, 
therefore, has got a very broad base and a sharp tapering top. 

In U.S.A. infants and young children are 10.8 per cent while 
they a^re 13.5 in India. Similarly American boys and girls are 
16.3% while in India bojs and girls number 24.8%. As we climb 
the age pyramid higher up we find that the percentage increases 
in U.8.A. w.hile it is on the decrease in India. The percentage is 
30.4 in TJ.S.A. against 30.0 in India. The higher slabs of middle- 
aged persons are larger in America‘than in India, the total in 
U.S.A. being 25.6% against India’s 20.4%. The slabs of elderly 
persons are similarly larger in U.S.A., the tetal number being 
16.9% as compared to 8.^ of India’s, lienee in terms of food, 
attention during illness, education, and other kihds of prepara¬ 
tion for life, the Indian child is much poorer than his American 
counterpart. In other countries, the proportion of people who' 
live beyond middle ^ is generally higher than in India. Their 
valuable experience iFthus available to the country but this is a' 
loss to India. 
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I»dia leiMis the world both in births ^nd deaths, «. sorry dis- 
tinetiont The table below gives a eomparative statement of birth 
and death-rates in India and some other countries :— 

Birth and Death-ntoi 


Country 

Birth-rate 

Death-rate 

Year 

U.S.A. 

24.4 

9.9 

1 


U.K. 

18.1 

10.9 







. 1948 

Canada 

26.9 

9 



Australia 

23.1 

10.0 

J 


Fraooe 

18.0 


1 


r 




y 1940 

Qanuaoy 

17.0 

11,0 

J 

r 

India 

39.9 

27.4 


1951 


The 1961 census report says that “there are reasons to assume 
that the birth-rate will be still around 40 while the death-rate will 
be around 18 or still lower, for there is little doubt that the rate 
of natural increase has been steadily accelerating from year to 
year. 

The large number of births is due to universal marriage and 
the high fertility per marriage. The people are illiterate, ignorant 
and superstitious. They do not exercise any conscious check on 
the growth of their families. Their standard of living is so low 
that the increase in the size of the family causes little‘financial 
worry. But if more come, more die too. The higher degree of 
infant mortality—127 per 1,000 live births in 1950, against 29.2 
in the U.S.A., 29.8 in the XJJK. and 28 in Australia—^is due to early 
marriages, ignorant motherhood, defective midwifery arrange¬ 
ments, insufficiency of milk supply and the practice of drugging 
the ehild. About 50 per cent of the deaths in India occur among 
children under 10 years as against 9.7% in U.S.A. and 5.3% in 
England. Appalling poverty and widespread epidemics merci¬ 
lessly cut down numbers. A great deal of the labour of mother¬ 
hood goes in vain. 

With a progressive fall in infant a2d maternal mortality, with 
a downward trend of the cholera and plague deaths, with a fall¬ 
ing death-rate and a, steady birth-rate there was bound to be a 
greater increase in population in the last two decades. Ihia fall 
„ in the death-rate has created in addition a potential for a fi^ 
ther increase in population which increase is apparent in the 19w 
census for the decade 1941 to 1950. 




48 


ram4.ixoir 

A 8 tnd 7 of tAe bixtii defttb-rste tables for BngUitd tells 
lu that there was a tiaedag of about 20 years betweea the down* 
ward tresA of death-rate and a similar moinement in birth-rate 
in that country. Death-rate started falling in India in the de¬ 
cade 1921-31. It would not, therefore, be unreasonable to exp^t 
a similar fall in birth-rate too. But it will ta^e time and until 
that happens increase in our population must be faster still. Prof. 
Earve, in his Handboolc on Indian Population, points out that the 
real fall in net birth-rate commenced in England half a century 
after the gross birth-rate started falling. He, therefore, fears 
that India may have ahead of it an immediate period of even 
l^her memben. 


Growth of Population 

One of the most formidable problems facing India today is the 
alarming growth of its population. 

The following tabic shows how population has increased since 
1901 when the first systematic census was taken. 

Ir 

PopolStiiOB 


Cenaua year 

1 

Number 
{in lakhs) 

Increase (-)-) or 
decreaae {—) during 
preceding decade 
{in lakha) 

Pereerdage 

1001 

2,362 

—4 


j 

• 1911 

527 

+ 136 

+5,n 

1921 

?.513 

—9 

—0.31 

W31 

2,790 

+274 

+ 11.01 

1941 ... 1 

1 

3,1871 

+373 

+ U.22 

^1951 

9 

3,611 

+441 

+13.81 

1961 

4,392 

1 

+823 

+21.60 


1. SO lakhs have been deducted on aecouut of inflation of returns in Pun¬ 
jab and West Bengal in the 1941 census. 

u 

It is seen that during 60 years between 1901 and 1961, the 
population in India has increased by 2,030 lakhs. This is a huge 
increase, and even taken by itself is very alarming. The rate of 
increase Ip the three decades after 1921 at 11,01%, 14.22% and 
13.31% is very great and is, therefore, still more perturbing. The 
apnual increase in our population is of the order of 4,5 tni |Tio n ^ 
i.e,, 1.25%. The increase in 1951-1961 was 21.50%, i.e., more than 
2 % per year. 
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Evidently the growth in numbers daring tbn last six decades 
has not been smooth. The increase is irregol^ £rom decade to de¬ 
cade. The 60 years’ period antomatically divides itself into two 
parts, the first from 1901 to 1921 and the second from 1921 to 
1961. 

Between 1891 and 1921, the rate of increase was small and 
fluctuating. In fact it was much smaller than in some* other coun¬ 
tries. For instance from 1872 to 1931, the population in India 
increased by roughly 31% whereas during the same period in Eng¬ 
land and Wales, it increased by 77%. 

1921 .has been described as the Great Divide. Whereas in the 
sixty years, 1901-61, India’s population increased by more than 
84%, the first 20 years (1901-21) saw a net growth of only 5.35%, 
next 20 years (1921-41) of 26,79% on 1921 and the next 20 years 
(1941-61) of 37.67% on 1941 while the decade (1951-61) alone has 
shown an increase of 21.50% on 1951. There is a startling differ¬ 
ence in the numbers added to the population in the two periods. 
The ‘child-bearing’ habits could not change so quickly. The main 
reason r£or the greater increase in tlie second period then, is the 
fall in the number of abnormal death.s from famines and epide¬ 
mics. Q’he influenza epidemic of 1919 had taken a toll of 22 mil- 
Ifou people nearly. During the 40 years, 1921 to 1960, nature was 
kind except in 1943, when there was a big famine in Bengal. Im¬ 
provements in communications prevented large-scale famine* mor¬ 
tality and have localised famine. Besides, the methods of con¬ 
quering epidemics have been greatly improved. Discovery of sul¬ 
pha-drugs and penicillin and improved sanitation have helped to 
keep alive many who would have otherwise died. 

There is no doubt that the population of India has been in¬ 
creasing at an alarming rate. From 1931 to 1941, the freSh addi¬ 
tion to our population exceeded the total population of England 
and Wales. With more than 365,000 square miles loss of tecri- 
tory as a result of partition, India more than made u^ for the 
population of Pakistan, three years and a half after which she 
had lost on the eve of independence. The increase between 1951 
and 1961 (i.e., 21.50%) is unprecedented and has be«^teu all re¬ 
cords. At the present rate of increase India’s population in* 1971 
might wcdl be over twice her population in 1901. What is alarm¬ 
ing is not so much the rate of increase, which now is inordinately 
high, but the large absolute increments. The increase during last 
decade has been described as great leap forward. With regard to 
England, Goldsmith said, “Where wealth accumulates, men de¬ 
cay.” But in India the position is quite the opposite. ‘Here men 
.accumulate and wealth decays.’ 

Causes of Uie Great Increase 

The causes of great increase in population from 1901 onwards 
are as follows:— 

(i) The irrigation schemes in West Punjab (now in Pakistani 
threw open semi-desert areas to new colonization. The same was 
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the ease in New World and Australia when the human tide first 
flowed into them from Europe. Bikaner has bad a similar experi¬ 
ence, 

(ii) The 1931 census figures were ineorrect as the census was 
taken in a period of political disturbances. The Civil Disobedience 
campaign w^s responsible for leaving many persons unregistered. 
The leakage was the greatest in North India. All that slack was, 
however, caught up in 1941. This gave a greater increase in num¬ 
bers. 

(iii) In 1941, the country was much census conscious and no 
one wanted to be missed in the count. In fact, it has been sus¬ 
pected that misjudged communal enthusiasm vitiated enumeration 
and 20 lakhs hare had to be subtracted from 1041 figures in the 
1051 Census Keport 

(iv) Though arrangements for medical aid are still meagre 
in India, yet tliere is no doubt that after 1021 the facilities for 
such aid have progressively increased. Besides, the mortality from 
epidemics like cholera, small-pox and plague has deereaseci As a 
result, while the birth-rAte has remained steady, the death-rate 
has gone down. 

fv) The greatest cause for the increase in numbers is the low 
standard of living in the country. It is an established fact that 
the poorest classes are the most fertile. Indian poverty is prover- 
hiaJ, hence the great increase in numbers. 

(vi) In India marriage is universal. In UK., one-third of 
the women aged 35 are unmarried, whereas in India 76% of the 
women of reproductive age are married. Hence birth-rate in 
India must be higher. 

(vii) Since marriage takes plac'e early, there is a longer span 
for reproduetivity. More than eight out of ten girls in India are 
married, .whereas the percentages of unmarried women aged 30 
in U.K. and TkFi.A. are 41 and 23 respectively. 

(viii) Due to grinding poverty, a poor man welcomes further 
additions to his family. He expects every member to earn and 
RUpprement the family income. This also serves as an incentive 
for increase of population. 

(ix) There is complete absence of conscious family planning 
in India. Use of contraceptives is practically unknown. There 
is no wonder that population should register *a rapid increase. 

(x) There are also several other factors which contribute to 
the phenomenal increase in population in Jndih, for instance, the 
tropical climate makes for earlier puberty; the .joint family sys-* 
tern is responsible for reckless bringing forth of children.; and 
existence of polygamy works in the same direction. 

The Census Beport 1961 points out that the cause of increase 
in Indians population lies mainly in the elimination, of famines, 
epidemics and wasting diseases especially malaria during the. last 
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decade and in the general Izaprovement and economic dcTelop^ 
meat. Althongh the birth-rate has not fallen appreciably, ^e 
death-rate has dropped steeply.* 

These are s^e of the factors whieh have had the ctunnlative 
effect of a massive increase in onr population. In fact India pre¬ 
sents a spot of a very serious demographic pressurej, It is not 
easy to change population trends or reproductive behaviour of a 
community. It might take two-three generations to do so. Dr. 
Chandrasekhar has estimated that at the present rate of increase, 
population of India would touch an alarming figure of one billion 
by 1999. _ 

Comparison with other countries. We have seen that the mean 
^decennial growth rate* in India was 11.01%, 14.22%, 13.91% and 
21.50% in the four decades preceding 1961. The rate in TJ.S.A. 
appears to have been 19.0 (1910), 13.9 (1920), 14.9 (1930), 7.0 
(1940) and 13.5 (1950). In TJ.K. the rate was 9.6 between 40 and 
60 years ago and 4.4 during the last 20 years. France had a rate 
of about 6%, while Italy had 6, 7 or 8% for several decades. Japan 
had a c*onsistently higher rate than India, roundabout 14%. It is 
thus clear that the rate of increase in India during the last half 
century is generally higher than in most countries. 

Population Problem in Didia 

It would be instructive at this stage to compare the popula¬ 
tion problem in this country with that in Europe and America. 
As a matter of fact the population problem as such does not exist 
in tJ.S.A., Canada, Australia and other new countries. They are 
yet young, their density of population is thin, and their resources 
of food and other commodities almost unlimited. In Eurqpe, too, 
the position is different from that in India. Population increased 
steadily in Europe, no doubt, but the standards of living did not 
fall. On the other hand, material progress increased, T^us there 
is greater prosperity and a higher per capita income in Europe 
today than a hundred years back in spite of the increased num¬ 
bers. 

In India, the population problem is altogether diffmreut.* The 

rate of increase in the first two decades of this century waa rela¬ 
tively alow, but the numbers have shown an increase of no less 
than 36% during the last 30 years (1921—1951). This accelerat¬ 
ed growth of population has not been the result of an increase 
in the birth-rate so much as of a decrease in the death-rate. The 
recent trend is a slight fall in the birth-rate but a bigger fall in 
the death-rate. This fall in the death-rate is obviously the result 
of progress in medical science. It is, therefore, probable that 
during the next many years to come, the tendency for growth of 
population will persist. 

On the other hand, during these years the standards of,living 
* in IndUa have not risen much. There has been very little 
In the occupational structure. For instance^ the 1951 
port ^Jiows nearly 70% of the working population is engaged in 
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agrlonlttire. The figure for 1911 was 71%. Besides this the net 
sown area per capita has actually gone down from 111 cents in 
1921 to 84 cents in 1951.' Between 1921 and 1951, Indian popu¬ 
lation increased by 44%, whereas the area under cultivation in¬ 
creased by only 6%. In the industrial sphere, too, there has not 
been any remarkable increase as is obvious from the occupational 
tables. TIm rate of progress of industry has thus not been rapid 
enough to offset the pressure of population on land. Hence there 
has been not much increase in real income per head. 

Assuredly India has potential resources. Modem technique, 
if well utilized, can increase the productive capacity of the coun¬ 
try. But it is quite clear that under the present conditions an 
increase in population does not strengthen India’s economy hut, 
on the other hand, weakens it. Increasing pressure of population 
at the present rates would easily catch up the enhanced produc¬ 
tion from Five-Year Plans in the country and present the prob¬ 
lem again in the same acute form after a few years. This is our 
problem. 

Is India Over-populated? 

This question is often asked. To answer it we must know 
what over-popnlation means. The idea of over-population is close¬ 
ly connected with the concept of optimum population. For every 
country, there is an ideal number which it can maintain in reason¬ 
able health and efiScieney. This number is not absolute. It is 
relative to the economic resources of that country and the extent 
of their development. If the resources have not been developed, 
even a small population may be excessive. If, on the other hand, 
they are better developed, a large population may be adequately 
supported. 

There are people in India who think that she is not over-popu¬ 
lated beeause her density of population is much lower than most 
of the hiuropean countries and her natural resources are immense. 
This inference is fallacious. Our potential resources are, no doubt, 
vast but they have not yet been adequately exploited. Consider¬ 
ing the extent to which our resources have been developed, there 
is nut the least doubt that even the present numbers are a burden. 
Countries with a higher density are more prosperous and can 
maintain larger numbers than we can. If and when, l^pwever, 
India produces more food per acre, manufactures more goods and 
digs up more minerals and utilises them more efficiently, She will 
certainly be able to maintain a bigger population on a highef stan¬ 
dard of living. Today she has more nunlbej*s.than she can pro¬ 
perly maintain. At the lowest minimum of 1,400 calories, we are 
in a position to feed only 300 million people. The rest of the peo¬ 
ple (nearly 100 mdlion) are either starving or on the brink of 
starvation. 

If we can show that population in India has gone on increas¬ 
ing unchecked, then, according to Malthusian theory of popula-. 

1. (llmms 0 / InHu, fart Table 1.7. 
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tion, we shall have a strong presumption in favour of a state of 
over-population. For this purpose we shall have to see to what 
. extent the various checks contemplated by Malthus have been in 
operation. In European countries there is a large number of 
bachelors and spinsters. But in India, marriage is universal. Uni¬ 
versality of marriage, however, need not lead to increased popula¬ 
tion if fewer children are born per marriage. Lower %rtility can 
be achieved by marrying late, by conjugal restraint or by the use 
of contraceptives. But marriages take place early in India and 
there are no efforts at restraint. On the contrary the majority 
are keen on children and believe lhat “He who gives the mouth 
will also supply food.” 

Thus we see that what Malthus called 'preventive clie<^' 
do not operate in India. On the other hand 'positive checks’ like 
famine and epidemics have full play. Malthus warned that if 
population was not cheeked by preventive checks a country wonld 
become over-populated and positive checks would cut down num¬ 
bers. The cxistoj^ce of a high birth-rate in India with a lower 
death-rate shows that Ihe population is rapidly on the increase. 

The high maternal and infantile mortality rates, the short 
span of expected life, and the low per capita income are sufficient 
indications of the fact that the country is overflowing with peo¬ 
ple. No deliberate checks are employed to restrict numbers. There 
is chronic Unemployment. There is widespread malnutrition. Mil¬ 
lions subsist on the sub-human level. Hence very few people seri¬ 
ously question the contention that India is over-populated. 

The Indian population is now increasing at an alarming rate 
indeed. While death-rate has fallen due to public health mea¬ 
sures, birth-rate has not shown any significant decline. Tonse- 
quently the survival rate has become much larger. A veritable 
population explosion is feared. 

Population Policy • 

Let us then concede the fact of over-population in India, 
examine various remedies and suggest a population policy for 
India. 

Medical knowledge and social welfare schemes have 
lowered the death-rate, hut the birth-rate is almost constant. The 
Census Report suggests (a) inerease in agricultural production 
and (h) reduction of improvident maternity to meet the situation 
The Planning Commission too has laid great stress on family limi¬ 
tation. We discuss below various suggestions in this respect:— 

Family Plauuiog 

By Family Planning or planned parenthood is meant con¬ 
scious family limitation or spacing of children. In other words 
it means having babies by choice and not by chance. This ifequires 
-the adoption of some suitable methods of birth control. In tbef 
countries of the West, it has since long become an integral part 
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of the lives of their people. Its importance and the resulting 
benefits may be judged from this that a thinker of the eminence 
of Br. Julian Htudey puts the art of family planning on par with 
such great inventions as the making of fire and the art of writ¬ 
ing. 

We, i,p India, did not think of it till now, but only at our 
own peril. It is not a day too soon that we should now take it 
up on national scale. Its a4optlon is imperative for important 
lUMdtb, sooiid and economic considerations, which we may discuss 
in brief. 

It is an essential step towards the improvement in health, 
especially of mothers and children. High infantile and maternal 
mortality is the direct outcome of frequent and ill-spaced child- 
births. Family planning is, therefore, necessary and desirable in 
order to secure better health for mothers and better care and up¬ 
bringing of the children. This Avill be a great social gain. 

The economic grounds are even more compelling. The popu¬ 
lation of the country is soaring rapidly on the top of an* already 
massive size. Industrializatioji and agricultural development are 
not an adequate answer to the challenge of our population prob¬ 
lem since additions to wealth-production will be eaten up by the 
fresh torrent of children. It has been estimated, fqr example, 
that the annual addition to our population would require about 5 
lakh tons of additional foodgrains annually. 

Of late, without birth-rate rising, the rate of population in¬ 
crease has become larger. This is due to the falling death-rate. 
The Government’s extended public health measures (e.g., the big 
anti-malaria campaign started with U.S. assistance) are bound to 
lower the death-rate and thus increase the natural survival rate. 
Thus the need to bring down birth-rate by family planning has 
become all the greater. 

Difficulties. However, its quick and nation-wide adoption is 
more easily said than done. To begin with, the most formidable 
difficulty is the general prejudice gainst it. This is due to our 
culture and tradition. Our belief in the Karma theory makes us 
indifferent to the size of our family. It is, therefore, necessary 
to fight the existing prejudice and to make the masses family¬ 
planning minded. 

Then, there is no such method of control which should at once 
be aeceptable, easily intelligible, effective and safe and yet well 
within the means of even the poorer sections of the community. 
Our people are too poor to be able to afford the methods of con¬ 
traception—chemical or mechanical—^which are in vogue in the 
West. Dr. Abraham Stone, an expert from the U.S.A. who was 
■socially invited by the Government of India to suggest a suit- 
aole and cheap method easily practicable by the masses, advocated 
the saf^lMuricd or rliy'tiim miellmd, which does not require any 
mechanical devices hut is based on the existence of a ‘safe f^riod’ 
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every month in women during which there is no danger of con- 
V ception. 

Thirdly, there is question of finanoe. Huge funds will be 
needed to start family planning elinics all over the country and 
to subsidize the distribution of contraceptives. 

The best thing is to make advice on family planing an in¬ 
tegral part of the services of Government hospitals, public health 
agencies and maternity and child welfare centres. 

Lastly, illiteracy of our women is a formidable obstacle. We 
cannot entrust the mother with a contraceptive and some printed 
instructions. Practical demonstrations in family planning centres 
can meet this difficulty till general enlightenment spreads. 

The stake in not adopting family planning is so high that mea¬ 
sures must be devised to overcome obstacles. It is indeed gratify¬ 
ing that the Government of India have declared their resolve to 
tackle the various issues involved in its popularisation. Indeed, 
India is the first country in the world to take up family planning 
at Government level. A sum of Rs. 65 Ipklis was accordingly pro¬ 
vided in tlie First Five-Year Plan for a family planning pro¬ 
gramme. Tlic objects of the family planning programme are (i) 
t6 obtain an accurate picture of the factors contributing to the 
rapid increase of population in India; (ii) to discover suitable 
techniques of family planning and to devise inctliod by which the 
knowledge of these techniques can bo widely disseminated; and 
(iii) to make advice of family planning an integral part of ser¬ 
vice in Government hospitals and public health agencies. 

Subsequently the Second Five-Year Plan made a larger pro¬ 
vision—of Rs. 5 crores. A high-power Family Planning Board 
has been constituted at the Centre to formulate family planning 
programme. Family Planning Boards have also been set up in 
almost all States. Training in the teclinique of family planning 
is being imparted at good many centres. Efforts are,made to 
educate public opinion with the lielp of pamphlets, posters, films, 
etc. Research on contraceptives is also being carried on and suit¬ 
able contraceptives are tested and recommended. From small be¬ 
ginnings during the First Plan, the programme has expanded so 
that by 1961 there were expected to be 676 urban centres and 
1,121 rural centres engaged in family planning. The Government 
of‘India have decided to give prizes and certificates of merit to 
the* best family planning clinics and family welfare workers ia 
the country. A special committee was set up by the Government 
to review the programme and to make recommendations for the 
programme to be incorporated in the Third Five-Year Plan. ’Ita 
report proposes tu*intensify and extend the present programmes, 
the main emphasis b^ing oif the following aspects: 

(i) wideapretd education to create the necessary social back‘d 
ground for a large family plqpning programme; 

' (ii) integration of family planning activitilb with the nolriQtil 
health services; 
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(iii) provision of family planning services, including facili* 
ties for sterilization, through medical and health centres, and 
facilities for distribution of contraceptives; 

(iv) development of training programmes on medical colleges 
and other teaching institutions; and 

(v) utilisation in the family planning campaign of local 
voluntary Readership to the largest extent possible. 

For the Third and Fourth Five-Year Plans, the Planning Com¬ 
mission has recognised the family planning programme as a “key 
programme” and in the Third Plan a much higher provision of 
Rs. 50 crores has been made for it. 

In an under-developed country, where most of the people are 
poor, ignorant and illiterate, population planning can yield very 
moderate results. More strenuous efforts and concerted action are 
needed to achieve a proper balance between resources and popu¬ 
lation. We should remember that a rapidly growing population 
like ours presents a formidable problem. At present population 
growth is eating up economic growth. “Key to India’s economic 
future lies in immediate ijnd effective implementation of a* nation¬ 
wide population control programme,” 

For India reducing birth-rate is a matter of top priority. The 
December 1.9.58 issue of Population Bulletin published in IT.S.A. 
gives a warning to India in the following words: “A period of 
grace still exists in India, but the time is short. Every year that 
no effective attack is mounted against high fertility, moves India 
one year nearer the demographic point of no return, when tin* 
rising tide of people swamps economic improvement.. .sheer num¬ 
bers will have stifled eeouoniie development and thwarted that 
break through to a better life envisaged by her Five-Year Plans^ 
Rather she wdll remain deeply engtilfed in the morass of poverty 
and misery... Rarely in the course of history has the road to 
nation’s survival so clearly defined. Will India travel it?” 

< Economic Development 

There is also a second line of attack on the population prob¬ 
lem. To cure the evil of over-population in India, economic 
development must be accelerated. Industry, trade and transport 
must developed. Increased production will raise the standard 
of living and check population. The experience of Europe has 
shown that rise in the standard of living automatically releases 
certain physical and psychological forces which restrict popula¬ 
tion growth. Although the rationale of ‘lower fertility has not 
yet been understood, yet there is reason to believe that the sarne^ 
forces will work in India as in Europe, oiie^ the lititig standards 
start rising. "Once the standard itself has become a constantly 
rising quantity it meets a check soi?her or larter, and then in¬ 
dividuals are prone to seek a qualitative'••elief by a quantita¬ 
tive limitation.”* A material betterment imts a Natural check on 
an Ipdividual’s proci^aative tendenej. 

1. Sarre, D. O.z Xoonomic Stu&eA, p. 134. 
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But this bettement should be big and long continued enough 
tor the individual to take interest in his own future welfare. Fw 
with improved standards of living, the immediate eifect may be a 
faB in death-rates but not a proportionate fall in birth-rates. The 
numbers would thus increase instead of decreeing. Hence it ia 
rightly feared that unless direct methods of reducing the birth¬ 
rate are adopted in India, an accelerated rate of incre|se in num¬ 
bers will come about in the immediate future. 

If, however, the betterment in standards of living is large 
and continued and increased numbers cannot catch up with the 
inereasing production, ultimately the birth-rate will fall as has 
been the 'case in France- and England. In the meantime, direct 
methods of cheeking birth-rate must be adopted. The Family 
Planning Third Five-Year Plan Committee has suggested that ap¬ 
propriate legislation be introduced, if necessary, to help in the 
sterilization programme. No birth bonus but a tax on births after 
third child were other measures considered by the Committee. 

. Education 

Indian masses are uneducated and ignorant. Mere propa¬ 
ganda from above cannot cheek numbers, the impetus must 
come from the people themselves. Population will run up to the 
increased means of subsistence as long as birth control schemes 
do not work simultaneously. At least elementary education, 
along with plan for educating adults, is most essential to intro¬ 
duce large-scale family planning. In a free India with the gov¬ 
ernment and people working together, there is no reason for des¬ 
pair; for the ball gathers momentum as it travels on. In 1961, 
24% were literates (male 34% and females 13%), whereas in 1951, 
the corresponding figures were 16.6% (males 25% and females 
8 %). 


Qualitative Control 

The most serious part of the problem is that the greater 
population increase comes from inferior stock. This fact has 
been established beyond doubt by intelligence surveys of children 
coming from different classes of people in a society. , 

In India, therefore, we need not only propaganda for birth 
control on a national scale, i.e., quantitative controls, but also a 
eugenic planning of population, i.e., qualitative controls. People 
suffering from mental and physical diseases should be prevented 
from multiplying themselves and as far as possible reproductive 
selection should be taken in hand. 

The main planks in a suitable population policy are: 

(i) Integration of family planning programme with commu¬ 
nity development programme; 

(ii) Spread of education especially in the rural areas^^ 

(iii) Effective quantitative and qualitative control of popuii|N»* 
lion; 
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(iv) Planning not for the existing but for the future popula- 

, tion; 

(v) Considerable stepping up of expenditure on family plan¬ 
ning; and 

(vi) A continuous watch by an expert body on population 
trends. 

A population policy on the above lines will go a long way 
in mitigating the evils of over-population and will bring about a 
much desired balance between population and the means of sub¬ 
sistence. 

The problem created by galloping population is clearly stated 
by the Third Plan thus; ‘Tn an economy with low level of income 
and consumption, high rates of population growth severely limit 
the pace of economic development. They increase the require¬ 
ments of consumption and the difficulty of finding productive em¬ 
ployment for the growing labour force.” 

Like other under-developed countries, India is not only suffer¬ 
ing from high birth-rate, which increases the proportion of child¬ 
ren, but also from low average expectation of life reducing the 
working span of the people. The consequence is that there are 
more children to support and fewer adults to support them. There 
is thus the burden of uneconomic age distribution. This necessi¬ 
tates the allocation of large outlays for the production of con¬ 
sumer goods. To this extent the building up of the productive 
capacity of the economy is slowed down. 

One important consequence of this rapid rate oi population 
growth is that it throws more and more people on land. Since 
alternative occupations do not grow simultaneously to absorb the 
growing population, the resultant pressure of population on land 
gives rise to what is called disguised unemployment. This means, 
in technical terms, that marginal productivity of labour in agri¬ 
culture is zero. Even if some labour is withdrawn from agricul¬ 
ture, it will not lead to a fall in agricultural production. This 
is due to excessive number of people on land. {Schemes of econo¬ 
mic development must take into account this fundamental fact 
of Indian economic life. This surplus la3)our can be a source 
of capital formation and must be exploited as such. 

Thus various aspects of population must be taken into account 
in the formulation of development plans. 



Chapter 


Social Institutions 


Importance of Social Institutions in Economic Life 

In the preceding chapter, we studied the people, i.e., popula¬ 
tion and its problems. In this chapter, wo shall study the social 
^Institutions of our people. Economic activities arc intimately 
mixed up with social and cultural activities in a country. 
Man’s character is influenced by his everyday activities—religi¬ 
ous, social and economic. His achievements in the economic field 
are largely a result of his social environments. As Dr. Marshall 
says, “The two great forming agencies in the world have been 
the religious and the economic.” The industrial and commercial 
life of a community is thus a corollary of its religious and social 
institutions. This is perhaps more true of India than of most 
other countries. Hence study of such institutions in Ixdia will 
be very fruitful. 

Some important social and religious institutions of our 
people are: The caste systein, joint family system; laws of 
inheritance and succession, the religious and spiritualistic outlook, 
the prevalence of status and custom, universality of marriage, 
custom of early marriage, social ban on widow re-marriage, 
purdah system, prejudice against female education, elaborate 
and costly rituals in connection with births and deaths and other 
social ceremonies, philosophy of karma and the transmigration 
of soul and so on. All these institutions have affected Indian 
economic life one way or the other. We shall, however, select 
for study only those which have exercised deeper influence in 
moulding economic life pf our people, e.g., the caste system, the 
joint family system, laws of inheritance and religion. 

Caste System * 

One of the oldest institutions in Indian society is caste 
system. It still holds sway over Indian mind. The Imperial 
Qasetteer of India vividly describes the idea: “Birth determine 
irrevocably the whole course of a man’s social and domestic rela- 
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tions aud he must throug^ont life eat, drink, marry and give in 
marriage in accordance with the usages into which he was bom.”* 

The same authority defines caste as a “collection of families 
or group of families bearing a common name, which usually 
denotes and is associated with a specific occupation, claiming 
common descent from a mythical ancestor, human or divine; pro¬ 
fessing to'follow the same calling, and regarded by those who are 
competent to give an opinion as forming a single horaog'eneous 
community.”® 

Origin of Oaate. Many eminent writers have tried to find 
how caste originated. Dr. Marshall writes: “In early times 
when religious, ceremonial, political, military and industrial orga¬ 
nizations were intimately connected, and were indeed different 
sides of the same thing, nearly all those nations whieh were lead¬ 
ing the van of the world’s progress were found to have adopted 
a more or less strict form of caste.”' (’aste normally developed 
with the Aryans wherever they went and settled: in Greece, 
Rome and India. 

James Mill believes that caste system developed as* a result 
of the need for division of labour. Maim mentioned four caste 
functions as teaching and preaching; administration and protec¬ 
tion; agricultnrc and commerce; and service and manual labo^ir. 
Their corresponding names are the Brahman, the Kshatriya, the 
Vaish and the Sudra. In the beginning movement from one to 
the other was ])Os.siblo. But gradually the caste system became 
rigid and hereditary. 

Merits of Oaste System 

Caste meant the partial sacrifice of the individual in the 
interests of tlie many. Personal greed was at a discount while 
social stability was at a jiremium. Caste has been defined by its 
admirers as “ancient time-tested scientific socialism maintaining 
the balaaiee of power between the vocational classes.”* 

It was caste which was responsible for the development of an 
autonomous village organization with the Panchayat as a pivot 
of its body politic. The Panchayats have shown great vitality 
and ‘various State governments have revived them in their pur¬ 
suit of rural uplift. 

To divide society into caste-groups and initiate a simple divi¬ 
sion of labour was a great brain-wave. It brought order out of 
chaos and resulted in great economic advancement. It put the 
Aryans in the van of nations. There was no need to find an 
occupation for a young entrant into Ijfe. His plisce was ready 
the moment he was born. As he gre'w up he learnt his art in the 


3. VoL I, p. 323. 

2. thid., p. 313. 

3. Marshall: Principles cf SooMmies, p. 200, 1930 KOition. 
a, Bhagwaa Das: Ancient vs* Modem Seientifie BocUdism. 
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most sysaij^thetie of all sohools>-*the fuureiital aaliool. He ixilten* 
ted his father’s skill and craft, and passed them on to his son in 
his tnm. 

The idea propagated was that everyone was born according 
to his actions in his past incarnation and had to occupy the place 
he was destined to. Thus caste minimised class conflict and 
served as an insurance against the uncontrolled working of 
economic forces.’^ 

The castes served as trade unions and performed all the 
militant and beneficent functions usually associated with trade 
unions. They protected the interests of their members by pro¬ 
hibiting outsiders into their calling. The system provided for 
united action against exploitation. Besides, it imotected the 
weak by eliminating competition. 

The caste organisation to a Hindu has been "hiB club, hlft 
t|^e union, his benefit society, his philanthropic society all rolled 
into one.’’ “Thus was the ancient tradition preserved, social 
tranquillity safeguarded, civic and economic welfare secured, 
individu'al happiness and contentment promoted.”* 

Demerite of the Caste System 

• Caste system possessed many merits when it was initiated 
but with the growth of vested interests most of its merits vanished. 
Lack of flexibility is responsible for most of its faults, “A caste,”' 
says Risley, “is an organism of the lower type ; it grows by fusion, 
and each step in its growth detracts from its power to advance or 
even to preserve the art which it professes to practise.”* Dr. 
Badhakrishnan also agrees when he says. “Unfortunately this 
device to prevent the social organization from decay ultimately 
prevented it from growing.”* , 

Today caste stands in the way of economic progress. It de¬ 
bars people from taking up professions for which they have 
aptitudes and puts many round pegs in square holes. Iticills the 
spirit of enterprise and initiative by making functions hereditary. 
It obstructs the mobility of labour as people of higher castes do 
not wish to work with those of inferior ones. Thus development 
of large-scale industry, which pre-supposes an easy mobility of 
labour, becomes difficult of achievement. Caste strikes at the 
very roots of the solidarity of labour. It creates heterogeneous 
groups in factories and impedes the growth of strong trade unions 
necessary for industrial progress. 

This erazy “patchwork quilt” of society is mainly responsible 
for political disunity in India. It has developed a superiwity 
complex in the upper castes which has resulted in India’s ‘^Un- 

1. B. P. Masani on Caste in Hie Legacy of India, Ed. Danratt, p. 

2. Ibid., p. 151. 

8. "MAvyi IPaoyU of India, p. 870. 

4. Indian FhHoutphy, Yri. I, p. 118. 
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touehables” and “Unapproacliables”^ T}ie idea of homati digai^ ja 
wholly XKm-existent. It baa created in the minds of high easto 
Hindns a contempt for manual labour which has meant great eoo> 
nomie loss. The Hindu agriculturist is averse to the use of bone 
and fish manures on his lands for fear of losing caste. On similar 
grounds, the use of meat is forbidden for some people, thus giving 
them an imbalanced diet and a weak body. Constant inter* 
marriages in the same small group have brought about mental and 
physical deterioration. 

The caste system has obviously outlived its ulility. It is now 
a positive and unmixed evil which must be remedied as soon aa 
possible. 

It is gratifying to note that the forces released in India by 
Western contacts have tended to destroy caste system. The urban 
areas have grown more liberal-minded due to influx of immigranta 
from all over the country. Inherited professions being incompati¬ 
ble with modern demands have been discarded. The educated 
classes have led the revolt against th<‘ bonds of caste. Th^ scoflF 
at caste taboos. 

The railway and the bus have also worked towards the break¬ 
down of untouchability. High and low caste people are all crow*- 
ded together when travelling. They have perforce to eat and 
drink whatever is available on the railway platforms and in the 
company of all and sundry. 

The reform movement in Hindu religion itself has worked in 
the same direction. The Arya Samaj, for instance, recognizes uo* 
caste, and approves of inter-caste marriage and inter-dining. In 
North India, Sikhism has been a very strong force to destroy social 
taboosTmd to recognize human equality. Islam has also contri¬ 
buted its share in undermining caste all over India. The part that 
Mahatma Gandhi played in fighting untouchability fitly deserves 
to be callgd revolutionary. 

Under the new Indian Constitution, the welfare of the Sche¬ 
duled Castes, Scheduled Tribes and other Backward Classes h6»- 
been made the special concern of the State. The Constitution 
prescribes protection and safeguards for these classes with a 
view to promoting their educational and economic interests and 
^removing their social disabilities. A sum of Rs. 114 crores has- 
been provided for promoting the welfare of backward classes in 
the Third Plan. The very concessions granted to these classes- 
tend to perpetuate these distinctions. More effective steps and 
a radical policy are needed to root out the caste system. 

Joint Family System 

The typical joint family consists of father, his sons and grand¬ 
sons, together with the corresponding womenfolk, until some of 
them are married off and enter into other joint families. Joint¬ 
ness is the noma! condition of l^indu society but partition c«b W 
effected on demand. So long as Hie family is undivided, it pe»>- 
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' sefises « common kitchen and common property. The earnings of 
45tll the members are put in a common pool out of which the nee^ 
of every member are met. The seniormost member of the family 
controls and conducts affairs with the advice of others but his 
voice is final. 


Merits e 

The world is tired of uncontrolled capitalism. Byes are set 
towards the experiment of socialism in Soviet Russia. The theory 
is not new to the world. The germ is contained in the Hindu 
joint family, where every member works according to capacity 
and consumes according to need. The Russian model is not 
.suited to many countries, but the Indian institution is of great 
interest. It brings no travail, no bloodshed in its train and yet 
aims at pro\iding for everybody, it promotes the spirit of co- 
^jperation and unselfish service. The family is the nucleus and 
its motto is “All for one and one for all.” 

The joint family system guarantees economic security to all, 
A minimum subsistence is assured to all members of the joint 
family ineludiiig the aged, the maimed and the infants. 

* The system is also economical. Duplication of household 
equipment is avoided. One household functions—where, in the 
absence of joint family system, there would have been several 
instead. 

The joint family system i.s a sort of insurance against 
uiK'mploymenl. If somebody hap])cns to be unemployed, he is 
supported by the joint family. The family business also provides 
employment to all grown-ui)s in the family. 

The evil of uneconomic holdings does not arise so Idiig as the 
family landed property remains undivided. It Is the spirit of 
individualism that has brought about the partition of ancient 
holdings. The joint family system makes possible “joilit farming 
of the inheritance without partition.” Co-operative farmmg, how¬ 
ever, can serve the same purpose, and is preferable since it does 
not involve the disadvantages of the joint family. Thus the evils 
■of sub-division and fragmentation are avoided. 

Demerits 

But the system is uot without its demerits. The jmiior mem¬ 
bers of the family feel'no responsibility and are apt to be improvi- 
•dent. They borrow recklessly on the credit of the family. At 
the time of a marriage or death in the family and at other religious 
ceremonies, there is a great deal of waste, often resulting in 
indebtedness. • 

As food bnd dress are assured without work, the joint family 
system is bound to breed a good many drones. In fact that is the ' 
«tirongest argument against any form of communism. 1!%.e 
lamily income has to be spi^d over a large n^ber of claimaitm.* 
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The powef to save is impaired and the accnmnlation of capital is 
hindered. Besides, the burden of a large famUy deters a man 
from pioneering new enterprises. In such surroundings indi* 
viduals cannot develop initiative. 

The high birth-rate in India is partly explained by the exist¬ 
ence of joint family system since there is no check on the numbei 
of children for reasons of prudence. 

Oondusion. The joint family system is disintegrating rapid¬ 
ly—much more rapidly than the caste system, due to the increase 
of population ami the spread of W'^steru culture. The growth of 
new towns has also weakened the system by drawing people from 
the rural areas. The development of means of transport like rail¬ 
ways has facilitated movement from homes and has thus disrupted 
the joint families. Tlie old respect for the head of the family is 
disappearing while the bonds of family discipline are loosening. 
But the principle of eo-oporation underlying the system is a valu¬ 
able one and should be used through the agency of multi-purpose 
soci(“tieR. 


Laws of Inheritance and Succession 

Succession among Hindus is governed by the Mitakshara ancl 
Dayabhaga schools of law. The Dayabhaga is peculiar to Bengal, 
the Mitakshara is prevalent in all other parts of India. 

(i) The Mitakshara system. Tiider this system the ancest¬ 
ral property is owned and enjoyed by all members of the family 
as a body. The l>ead of the family is only a ma^iager for the time 
being, lie lias no right to dispose of any property without the 
consent of all the male members. In ea.se of a member’s death 
there is*no sueeession to his share. It automatically becomes the 
])roperty of tlie survivors. The family remains joint till there is 
partition of ancestral property. When such a thing happens the 
sons hav«* equal rights with the father. 

(ii) The Dayabhaga system. Here the head of the family 
is absolute- owner in his lifetime and can dispose of the property 
as and when he likes. Ihider this law tJiere is succession even 
ill joint property and a dead member’s share goes to hia heir. 
There is no jiartitioning between father and son ; only between 
brothers. 

Under both systems of law, females have no right in anees- 
traj property. Kecently, however, Jhe Indian law has been 
amended so that daughters too have a right to fatlier’s property, 
along with sons. Both S3r8teins give the head of the fasc^y com- 
plftte rights over self-acquired property. The law of primogeni¬ 
ture does not obtain in India, except in the "case of princes and 
some big samindars. Tbeir estates are not idlowed to be parti¬ 
tioned and the eldest son succeeds to the whole property. But, 
generally, “corporate property is the rule iu tile Q^t .; individual 
pidperty in the STest.*’ m 

r 
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(iii) The Htulim Xaw. Islamic law gives a share of tha 
property to males as well as females though not on an equal hasla» 
But in actual practice in most States customary Hindu law la 
followed by Muslims. There is a desire among Muslims now to 
abide by their own law. 

Economic Effects of the Laws of Succession. Both Hindu 
and Muslim schools of law are equitable. They ma^ce no djstino> 
tion between brothers at the time of partition of property. Thus 
they save people from heart burning. Tinder these laws every 
one gets a start in life and a middle class is fostered. Such a 
middle class serves as the backbone of both society and govern¬ 
ment. The villages grow into self-reliant peasant proprietors who 
are the best defence against foreign invasion and internal dis¬ 
order. It is good that an individual’s share is small ; it provides 
in added incentive to hard work. The evils of capitalism are 
avoided and wealth is more equitably distributed. 

In the reverse direction, it will have to be admitted that the 
law of‘succession leads to a nuniber of evils. Land gets sub¬ 
divided into smaller and smaller pieces, till it is uneconomic to 
cultivate. Rub-division brings fragmentation in its train—a worse 
&vil. The laws encourage litigation which wasles time and money. 
They also hinder savings and discourage large-scale enterprise. 

Religions Influences 

Religion has always been the dominant force in the life of 
people in India. It has greatly influenced the course of Indian 
history. There is no aspect of life here which has not been colour¬ 
ed and moulded by religion. The differences of sect and form 
are but ripples on the surface of waters that run deep. There is 
the same deep water, deep as the ocean of religion in the life of 
all Indians to whatever class or community they belong. 

Very often religion is hidden under rituals, the true mean¬ 
ings of which are lost in the mists of time. Sometimes it degene¬ 
rates into an opiate instead of serving as a stimulant to improve 
morale. Then it needs reform. But one of the central elameuts 
in Hindu religion has always been the attainment of mastery Over 
“self’’ through renunciation. This is poles apart from the mastery 
over “matter” which the West has inculcated. The two recent 
world wars have utterly disillusioned the thoughtful and laid bar© 
the inherent weakness of Western materialism. The progress of 
science has resulted in the invention of atom and hydrogen bombs 
and lodged a perpetual fear in the heart of man that one day all 
that has been gained will be destroyed. Only true religious Spirit 
can save the world. 

Indian religion has often been blamed for its unprogreasive- 
ness. The lack of process on Western lines and the absenae of 
a keen stru^lle for existence on the Western scale are 
be the results of Hindu sinrituidism. But it is not spirttuidisttt 
that is the root cause of poverty in India. True religmn teadliea 
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^aergetic endeavour for a better physical life. To be in the 
uHorld^ to serve it, to earn wealth to utilize it for the benefit 
of society and to attain a spiritual destiny—these are the ideals 
before an average Indian. To get the best of both worlds—the 
physical and the absolute—^is not an impracticable end from the 
Indian viewpoint. 

The causes of Indian poverty are different. India is a tropi¬ 
cal country vJith virulent disease. The span of human life is 
short. Drought, famine and malaria have engendered a gloomy 
outlook. Foreign invasions and alien domination added to the 
depressing effect. It is these things that are responsible for the 
gloomy outlook of the masses in India, and not religion. It would 
perhaps be more correct to say that Indian religion is serving as 
a leaven to tone down Western materialism and working for the 
greater happiness of the many. 

Conclusion. The peculiar social organisation and institutions 
of a country exercise tremendous influence on its economic life. 
It is true of India in a much larger measure. The caste system 
has hindered mobility of labour and large-scale produetidh. The 
joint family system has militated against the accumulation of 
capital by thinly spreading the family income. It has killed 
initiative and enterprise. The laws of inheritance have resulted 
in sub-division and fragmentation of holdings which have proved 
to be the bane of Indian agriculture. Prevalence of status and 
custom has determined the relationship between different classes. 
Early and universal marriages, joint family system and social ban 
on widow re-marriage have been the dominant influences on the 
increase of population in India. Purdah system is responsible for 
the loss of working capacity of millions of women. Costly rituals 
have me^t a great national loss. The philosophy of karma has 
weakened the economic motive. These and many more have been 
the economic consequences of the peculiar social institutions of 
India. 
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Agriculture 


Importance of Airricnlture in Indian Economy 

After studying the physical and social background of India, 
we are now in a position to discuss her economic problems. They 
are of ‘all kinds—agricultural, industrial, monetary a^s well as 
those pertaining to banking, trade, transport and prices. Let us 
start with agriculture. The importance of agric\ilture to India can 
hiardly be exaggerated. It is the very backbone of her economic 
system and is her premier national key industry. About 70% of 
the people are dependent on it for their livelihood. If we add the 
number of persons indirectly depending on agriculture, the pro¬ 
portion will rise to more than three-fourths. It supplies the peo¬ 
ple with food as well as raw materials for their industries. It also 
provides the bulk of India’s exports and thus enables the people 
to i)urchase plant and equipment as well as consumers’ goods from 
foreigners. It is a source of employment for the trading classes 
and revenue for the Clovernment. Thus the prosperity *of agri¬ 
culture is synonymous with the prosperity of India. 

Agriculture is assuming even greater importance ,with the 
passage of time. Internal demand for food is on the increase as 
a result of growing population and rising standard of living. Not 
only do we need more quantity of food, but also a better quality 
and greater variety in it. Besides, a very ambitious prog]:;amme 
for industrial development has been laid down for our Five-Year 
Plans. Indian agriculture will have to meet the need of more raw 
materials, of a better quality. Prosperous agriculture means, 
greater purchasing power with the farmers with which to buy 
manufactured goods. Further, our cash crops will have to pro¬ 
vide funds for purefiase of heavy machinery and equipment from 
abroad. 

* Agriculture contributes no less tlian one-half of the total 
wealth produced annually in the country. Agriculture accounts 
for 48:3% of national fneome (1960-61). Agricultural products' 
constitute the main staples of both internal and external trade.*' 
* Among the items of exports, tea, oilseeds, tobacco and' spieea 
occupy prominent places. 
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Agriculture is the very foundation of financial stability of the 
Government. Agricultural prosperity enables the Finance Minis¬ 
ter to balance the budget. A Finance member of the Viceroy’s 
Executive Council once said : “Indian budget is a gamble in the 
monsoons", and monsoons determine the state of Indian agricul¬ 
ture. A bad year for agriculture is a bad year all round. 

Agriculture has also great social and political significance for 
the country. Agriculturists are a sturdy, self-reliant cla^ss of peo¬ 
ple who are the backbone of the State. They are the best soldiers. 
With their fixed outlook and attitude, they exercise a great stabi¬ 
lizing influence in the social and political spheres. 

It may also be noted, however, that the predominance of agri¬ 
culture in India is also a serious drawback. This is one of the 
fundamental causes of Indian poverty and her (‘conomic insta¬ 
bility. This is due to the fact that our agriculture is far from pros¬ 
perous and is run on very primitive lines. Inefficiency of Indian 
agriculture can be seen from the fact that in India 706 persons out 
of every 1,000 are engaged in producing food for themselves and 
they produce a .small surplus wJiich is utterly insufficient for the 
rest. In U.S A. 128 persons produce food not only sufficient for 
everybody but which also leaves a margin for export. 

Overcrowding is one of the major problems of Indian agricul¬ 
tural economy. There has been very little change in the occupa¬ 
tional structure, de.spile some improvement in industry. In 1901, 
only 67.4% of the people were bu.sy with the production of raw 
materials. In 1921 tlie number increased to 8% and 66% were 
shown to be doing this work in the Census Report of 1931, In 
1951, 70 i)cr cent were dependent on agriculture. The same is the 
position as revealed in 1961 CVnsus. The gravity of the problem 
of increasing pressure of population on land is also apparent from 
the fact That whereas 17.5% people were employed in industries 
in 1911, only 16.3% were .so in 1931, 10.5% in 1951, 10.6% in 1961. 
The 1951 Census Report definitely shows that there has been a 
general inPrease throughout the country in the number of culti¬ 
vators and cultivating labourers per 100 acres. The Census Re¬ 
port of 1961 also says that cultivators in rural areas have shown 
substantial increase, both absolute and comparative. Obviously 
the increasing numbers have not been absorbed in industries and 
handicrafts and have been thrown upon agriculture. The pres- 
^snre on land has thus resulted in the serious problem of sub¬ 
division and fragmentation. 

Problem of Agricultural Production 

Of the <otal sown area (including area sdwn more than once), 
nearly 82% was under food crops and the remaining 18% under 
non-food crops. This indicates the unsatisfactory state of our 
ecotiomy. Three-quarters of our populafion and four-fifths of ofir 
cultivated area are busy producing food still the food produc¬ 
tion is not enough for the people and I^ia has had to import 
huge quantities of foodgrains in recent years. t 

The area and yield of principal crops in India ifi 1950-51, 
1960-61 and 1962-63 are given on page 64 to show trends in agri¬ 
cultural production^ 
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Low Yield 

One striking feature of our agricultural production is that 
the yield per acre is extremely low. There are a number of cause* 
which are responsible for this. 

Causes of Low Yield. The main factors responsible for low 
agricultural yield in India are:— 

(i) absence of double-cropping, 

(ii) poor livestock and ineffective implements, 

(iii) rural indebtedness, 

(iv) over-exploitation of soil by continuous cultivation and 
inability of peasant to purchase fertilisers, 

(v) lack of adequate irrigation and uncertain rainfall, 

(vi) oppressive laud tenure, and 

(vii) sub-division and fragmentation of holdings. 

These causes suggest the remedies. Every effort has to be 
made therefore to increase the yield per acre. This can be done 
by :— 

* (i) better rotation of crops, 

(ii) use of improved seeds, 

(iii) using adequate manures and fertilisers, 

(iv) provision of adequate irrigation facilities, and 

(v) fighting pests and diseases and the menace of wild and 
stray animals. 

The case of Japan is very instructive for India. It is a coun¬ 
try of small cultivators who, like Indian peasants, Mse few 
mechanical methods. The problem of irrigation, however, is not 
so difficult there as in India. The high yield per acre in countries 
like U.S.A, is obtained from holdings of hundreds of * acres by 
modern machines and through scientific methods of cultivation. 
This high productivity per acre also implies high productivity per 
man. But when the population lacks alternative productive ave¬ 
nues of employment as in India, it is better to aim at high pro¬ 
ductivity per acre, even though it involves engaging a large num¬ 
ber of workers. So long as the present pressure of population on 
land continues, intensive methods of cultivation should use les« 
capital and more labour. . 

* * , There are immense possibilities for intensive farming, in India. 
Not only the yield is low for India as a whole but there ar# 
Vide regional variations. For instance, yield *01 rice per acre 
varies from 1,215 lbs. in Coorg to 325 lbs, in Vindhya Pradesh ; 
of wheat from 943 Ibi^ k# Punjab to 261 lbs. fh Hyderabad ; of 

from 6,452 in Madra* to 2,352 in U.P. and of cotton from. 
243 lbs. in the Punjab to only 30 lbs, in Orissa and 45 -lbs. in 
Hyderabad. These differences §te partly due to natural factoj*',' 
but they are also due to differences in the methods of cultivation. 
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Some of the Krishi Paoidits have already achieved fine results 
and competitive production of various commodities per acre has 
been beyond expectations. 

Our Agricultural Problem 

All under-developed countries are predominantly agricultural, 
but their ’Agriculture suffers from two fundamental weaknesses : 
(a) there are too many people tied to the soil for lack of alter¬ 
native employment and (b) productivity is extremely low. There 
is consequently appalling poverty among the rural population. 
The va^t majority of rural population of India lives on the margin 
of subsistence. The various estimates of per capita income in 
rural areas put it at a very low h'vel. According to Dr. Rao, 
while income per head in urban areas in 3931 was Rs. 162, in rural 
areas it was only Ks. 48 p.a. According to calculations on their 
findings of the National Income Committee, in 3951, the income 
of an agriculturist comes to Rs. 180 and of a person engaged in 
other pursuits to Rs. 416. The only method to improve rural in¬ 
come is to increase agricultural production. 

Looking at the problem from another angle it is seen that 
India is faced with a serious shortage of food. This shortage was 
first realised during war days, due to the stopjiage of imports 
from Burma. In spite of the “Grow More Pood” campaign, this 
shortage has persisted. The population lias been growing at a 
rate of 43 lakhs a year. Even though during the last 60 years 
area under food crops has been roundabout 80% of the total area, 
it has not been possible to feed the population even at the current 
low standard of living. As a consequence, large quantities of 
foodgrains have to be imported from abroad. 

The only way out is to prepare and implement a considered 
programme for agriculture for the country as a whole on a plan¬ 
ned basis The present maladjustments are not entirely due to 
the abnownal conditions prevailing during the war and post-war 
years. The economy has failed to meet the needs of a rapidly 
growing population. Besides, as said before, agriculture is ‘a way 
of life’ in India. Pa^’ming is not of the economic type. It is 
mainly subsistence farming and there is no margin of saving. 
"We may suggest ;— 

Firstly, the actual tiller of the soil must have the incentive to 
put in his best efforts. This means that he must be sure of reap¬ 
ing tlie full reward of his labour. Thus either he should own the 
land*that he cultivates or he should be ensured his holding for*(i 
sufiSeicntly long period of time. Legislation is necessary to pro¬ 
tect the interests of the tiller. 

Secondly, thc^unit of cultivation must be increased. Mere 
consolidation of a small holding is nft enough. For scientific 
cultivation large holdings are essenliale One method is abolition 
of private ownership of land and its collectivization. This 
involves insuperable difficulties ^nder Indi^ conditions wlSere 
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privatte properly is greatly cherished. Another and more practi¬ 
cable method is co-operative farming. 

Thirdly, steady prices at an economic level should be assured 
to the cultivator. Too many variations in agricultural prices are 
discouraging for improvement in cultivation. 

Fourthly, new employments must be found for Jhe surplus 
population both in villages and towns. This implies a policy of 
all-round industrialisation both on the small and large scale. 

No agricultural progress is possible without a simultaneous 
development of industry in the widest sense of the term. With 
industrial'and agricultural development is closely connected deve¬ 
lopment of transport, trade, banking, currency, etc. All must be 
tackled simultaneously for any results to be achieved. 

In order to feed our people and supply the raw materials to 
our industries, we must explore all possibilities of extensive culti¬ 
vation and also resort to more and more intensive cultivation. 
There are three possibilities of extensive cultivation : (a) To 
extend'cultivation to lands classed as culturable waste estimated 
at about 50 million acres, (b) In addition, there are not less than 
10 million acres which were cultivated at one time but are now 
So deeply infested with weeds that they are no more under the 
plough. There is a possibility of reclaiming them or a part of 
them for cultivation, (c) There is also a third type of waste land, 
called llBar land, saturated with alkaline salts. They can also be 
treated so as to render them fit for cultivation. 

It has been suggested that some forest area should be cleared 
and brought under cultivation. But our forest area is only 22%, 
whereas the Forest Policy Resolution of May 12, 1.952, suggested 
that India as a whole shordd aim at maintaining 33% of«its total 
area under forests. Hence the possibility of extending cultiva¬ 
tion to forest areas must be ruled out. 

The weed infested lands are first-class grain-produ<?ing areas. 
Kaos and Hariali or Dub are the weeds which have made these 
areas uncultivable with indigenous implements. If the estimated 
10 million acres could be reclaimed it would add 3 million tons 
annually to the food resources of the country. The International 
Bank sanctioned a loan of $10 millions for the purchase of 375 
heavy tractors and other equipment from the TT.S.A. They have 
been working in units of 15 each in IJ.P. and Madhya Pradesh. 
The Punjab was also allocated a share. Workshops were estab¬ 
lished and skilled staff trained to repair them. 

In spite of the Centre’s readiness to give assistance in the 
work of reclamation of waste lands, the States have not shown 
much enthusiasm. During the First Five-Year Plan, only 27.8 
lakh acres were reclaimed against a target of 7.1 million acres. 
The target for the Second Plan was 1.5 million acres and for the 
Third Plan 3.6 million acres. 

"Current fallows” cover nearly 20% of the net sown aren. 
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Such lands ate in a needlessly high proportion. This reflects the 
primitiveness of agricultural methods. With scientific manuring 
and proper rotation of crops this area could be saved from being 
wasted. In Western countries fallow has been replaced by inter¬ 
tilled row crops like corn, pota,tocs and roots. This will involve 
a change in the character of our agricultural economy allowing 
more specialization of crops. Four million acres will be restored 
to cultivation from fallows during the next five years. 

There is a great scope for intensive cultivation too. The culti¬ 
vated area per head was .84 acre in 1051. In Japan, the culti¬ 
vated area per head comes to less than one-third of an acre. But 
as the productivity per acre in Japan is much higher than in India 
due to the application of intensive method there is not such a big 
deficit in food there. Yield per acre in India is almost the lowest 
in the world, in spite of an improvement in recent years. The 
table' below makes this point clear. 



Comtnodity 

Covnhy 

A veraqe 

yield pel acre in lbs 




1949 51 

1954-55 



"In lia 

961 

1100 



Pakistan 

1.261 


1 

Paddy .. 

Binma 

1.240 




Egypt 

3,333 




[Japan 

3,533 




rindia 

586 

713 



1 I'nk'btttn 

833 


if. 

Wheat 

1 US. A. 

949 



- 

‘ Australia 

979 




1 Indonesia 

1,050 




[V K. 

2,436 




("India 

29,467 

30,010 



1 Pakistan 

17.496 


3 

Sugaijrane (in tenns 

1 Cuba 

31,826 



of rune) j 

U 8 A 

.39.618 



1 

Indonesia 

76,620 



i 

JIawaii 

150,368 



• 

"India 

80 

92 



Pakistan 

184 


4 

Cotton (Gmnod) ^ 

USA 

274 




USSR. 

285 




.Egypt 

428 


r>. 

Jute 

fIndia 

1,069 

991 



1 Pakistan 

1.163 



These figures are very interesting indeed. They clearly show 
how all countries produce more per acre than India. 


1. Source. l»d%em A^fUmltvre, Table 6-1. 



Chapter 


Our Food Problem 


Nature of the Food Problem 

t 

Our food problem has, in recent years, exercised the minds 
of statesmen and economisis in the country. We have lived from 
'ship to mouth'. It is really curious, rather paradoxical, that a 
predominantly at;riculturul country, as India is. should be depend¬ 
ent for food on others. 

The food problem in India has several facets. It is not mere¬ 
ly a question of shorta{?e, or a quantitative question ; it is also a 
qualitative one. Not only have we less footl but also an unbalanc¬ 
ed food. It is also an administrative problem, i.e., the food pro¬ 
duced in the country is not properly distributed and made the 
best use of. At bottom, our food problem is an economic one. 

To take the quantitative aspect first, the Famine Coinmission 
of 1880 reported an annual surplus of 5 million tons of foodgrains 
in India. For some time perhaps, improvement in irrigation main¬ 
tained some sort of correspondence between increase itf popula¬ 
tion and the available food supply. After the first three decades 
of the present century, population index in 1931 was 117 (Base 
1901), whereas the cultivated area index was 116. Population had 
thus overtaken the food supply and was leaving it behind. 
During the decade 1931-41, the situation further deteriorated. 
Area under foodgrains increased by 1.5% whereas the popula¬ 
tion -increased by over 15%.^ Population had now left the food 
supply far behind. India had become a net importer of food and 
imported annually between li and 2 million tons. The gap bet¬ 
ween demand for and supply of foodgrains has been continuously 
widening. First the separation of Burma and later creation of 
Pakistan made India dependent on food imports. Pood imports 
•for the six years 1948-53 cost Rs. 965 crores. Food imports for 
' 1962-63 were valued at Rs. 152.39 crores. • 

But the qualitative aspect is no less important. In India peo» 


1, 366 NatiavAti fuid Aixjaria: Indian Eurai Problem, p. 53. 
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pie are not only under-fed, but they are also under-nourished, 
because their diet is unbalanced. Sir John Megaw’s inquiry re¬ 
vealed that only 30% people in India were adequately nourished, 
41% were poorly nourished, and 20% were very badly nourished. 
According to the surveys conducted by the Nutrition Advisory 
Committee, in 100 typical rural and urban groups, it has been 
found that “calories intake of some 30% of families is below re¬ 
quirement and that even when the diet is quantitatively adequate 
it is most invariably ill-balanced containing a preponderance of 
cereals and insufficient ‘protective foods’ of higher nutritive value. 

The necessary consequences of malnutrition are high mortality 
rates, especially among infants and women of child-bearing age, 
the prevalence of food-deficicncy diseases like beri-beri, rickets, 
and various forms of anaemia and most other ailments known to 
the doctorh, stunted growth and inefficiency, short duration of life, 
etc. 

The problem of food shortage has been rendered more acute 
by administrative inefficiency. The Government officials have 
been too soft and the procurement machinery failed to produce 
the desired results. All this resulted in unnecessarily high food 
prices. Our food problem would not have been so serious if admi¬ 
nistratively it had been handled with speed, efficiency and honesty. 

But, as we have already said, our food problem is at bottom 
an economic one. In es.senee it is money famine rather than food 
famine. The Indian masses lack adequate purchasing power, and 
no wonder they live in a slate of semi-starvation. In tackling the 
food problem, we come face to face with the formidable problem 
of the poverty of the Indian masses. 

Grow-More-Food Campaign 

The Bengal Famine of 1943 awakened India to the dangers 
of serious food shortage in the country and the urgent necessity 
of making it up. Accordingly, Grow-More-Food Campaign was 
launched in 1943. The measures under this campaign included 
(a) increase in area under food by bringing new land under culti¬ 
vation, double cropping and by diverting land from non-food 
crops to food crops, (b) improvements and extension of irriga¬ 
tion by canals, wells and minor- irrigation works, (c) extended 
use of manures and fertilisers and (d) increase in the supply of 
improved seeds. 

The G.-M.-F. Campaign did not produce the desii?ed results on 
account of several difficulties and bottlenecks. The campaign 
covered only 80 lakh acres out of a total of 16 crore acres under 
food, i.e., just 5%. There was no plan and no target. Referring 
to^ the Grow-More-Food Campaign, the Pood Grains Policy Com- * 
mittee (1,947) sdid that “the measures which were undertaken 
were dotibtless in the right direction, but the objectives were too 
diversified, the efforts were inadequate and in most areas the 
necessary vigour and drive lacking.” In their opinion, a 
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radical revision of approach and a new production policy were 
needed to achieve the desired results. 

Food Self-sufficiency Drive (1949-52). Accordingly, a com¬ 
prehensive 5-year plan of food production was chalked out in 
pursuance of the recommendations of the Food Grain Policy Com- 
mitte, 1947-48, This phase may be called Food Self-sufficiency 
Drive 1949-52. 

The main planks in the plan ‘were : (1) Grow-More-Food 
works consisting of surface production wells, irrigation tube- 
wells, pumping installations, tanks and channels, and improve¬ 
ment works including drainage, bunding and reclamation: and (2) 
Grow-More-Food supplies, consisting of manures, including chemi¬ 
cal fertilisers, oil-cakes, green manures, improved seeds, better 
implements including mechanical equipment. 

Among the shortcomings of the programme the G,-M,-F. 
Enquiry (Krishnamachari) Committee (1952) pointed out that 
changes were made in the main objectives placed before the 
country ‘from time to time. There was first the self-sufficiency in 
foodgrains. Then came the integrated policy for agricultural pro¬ 
duction. This orientation gave rise to differences of opinion and 
controversy as regards priority between foodgrains and industrial 
raw materials. Jt was also not realised that all aspects of village 
life are inter-related and iin})roveraents could not be split up into 
a number of detached programmes operating independently. The 
whole campaign was organised on a temporary basis; its execu¬ 
tion was entrusted to staff hurriedly got-together, each set being 
responsible for a different programme. The co-ordination bet¬ 
ween the various staffs was imperfect. Besides, the finances and 
supplies in the shape of fertilisers, good Seeds, etc., available for 
the campaign could suffice only for a small proportion of the culti¬ 
vated area. The movement did not arouse nation-wide enthu¬ 
siasm and did not become a mass movement for raising the level 
of village life. ‘ 

On the other hand, it must be admitted that the proportion of 
the expenditure which was devoted to works of permanent im¬ 
provement—^minor irrigation works, wells, land reclamation} etc., 
was bound to make a permanent contribution to the food problem 
and the percentage of this expenditure steadily increased from 
year to year. Good results wore achieved in the production of 
cotton and jute. Cotton production increased from 21.9 lakh 
bales in 1947-48 to 33 lakh bales in 1951-52 and jute in the same 
period from 16.6 lakh bales to 46,8 lakh bales. 

Food Drive under the Five-Year Plans 

In the First Plan the campaign was reoriented on the lines 
suggested by the Krishnamachari Committee, and the highest pri¬ 
ority was accorded to raising food production. The target of 
additional production was put at 7,6 million tons by the end o| 
1055-56. The most important change in the approach to raising 
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output was the inauguration of the Community Development Pro- 
jeeto and Kational Extension Service in selected areas and the 
ooneentration of expenditure and effort on them. Large sums 
were provided for irriagtion projects, both major and minor 
works, elaborate land reform legislation was enacted and con¬ 
crete steps were taken to increase the production of fcitilisers, 
and the availability of agricultural finance and supplies. Favour¬ 
able monsoons in three years of the First Plan and the develop¬ 
ment measures combined to increase foodgrain production from 
50 million tons in 1950-51 to about G5 million tons in 1955-56. The 
foodgrains target of the Plan was thus exceeded. It appeared 
that the battle for food had been won. But the improv'mient 
proved to be of a temporary nature; and a large part of the cre¬ 
dit for it must go to favourable weather conditions.- 

In the Second Plan, the success achieved in the First Plan 
induced complacence, so that food production was not given the 
im])ortance it deserved. The Plan provided for an increase in 
food production of 10 million tons—from 65 million tons to 75 
million tons. The approach remained the same. Later on it was 
realised tliat demand for food was increasing faster than the plan¬ 
ners had foreseen. Accordingly, the target of output was revised 
upwards to 80.5 million tons which was achieved. , 

In the Third Plan, central emphasis has once again been laid 
on food production and the target for 1965-66 has been put at 100 
million tons. The approach remains broadly the same. Greater 
attention has of course to be placed on its implementation. 

Recent Food Situation 

The,country’s food problem still defies solution. A time came 
when it seemed we had almost solved it and reached the goal of 
self-sufficiency. In 1955-56, food imports were valued at Rs. 29 
crores, wjiereas in 1951-52, they were valued at Rs. 228 crores. 
It was remarked that “food shortage in India is a thing of the 
past now.” Really we were not yet out of the wood to be able 
to say that. There is no doubt that the elaborate machinery of 
food controls had been completely dismantled and ‘victory on the 
food front’ was widely acclaimed. Instead of heavy imports, ex¬ 
ports of wheat flour and superior riee were permitted. By August 
' 31, 1954, sales of 43,000 tons of rice had been actually registered 
with the export control authorities. 

But we can now say that the food problem had not yet been 
solved. It was too early to proclaim the victory pn the food 
front. In recent years, the country has been again facing a seri¬ 
ous food situation and the food problem once again became the 
national problem. The gap between requirements and domestic 
supply has been widening. The shortfalls in the targets of food 
production have been duo to failure of rains and floods, non-imple¬ 
mentation of some schemes, non-availability of fertilisers in ade¬ 
quate quantities and also the time-lag in the creation and actual 
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utiiiaation of irrigation potential. At times the shortage was 
aggravated by hoarding and speculation. 

The problem of food is really a problem of distribution. The 
marketable surplus in the output of foodgrains does not flow to 
the mandis in sutiicieut quantities and from there to the retail 
shops from which the consumer makes purchases. That is why 
even in a year of record production prices did not ffome down. 
The production in 3958-59 of 77.3 million tons of foodgrains creat¬ 
ed a new record. But still the prices ruled high. It is, obviously, 
a man-made shortage and is due to defective distribution 
machinery. 

In 3959-GO, foodgrains production received a set-back declin¬ 
ing to 75.9 million tons. In 3960-61, foodgrains output achieved 
the target for the Second Plan, i.e., 80.97 million tons. But the 
output in 3963-62 again declined to 79.8 million tons and in 1962- 
63 77.5 million tons. The yearly output of foodgrains has been 
ihsufiicieiit to meet the requirements of the people. lienee it 
has been necessary to continue imports. The Indo-IT.S. Food Deal 
of May‘1960 according to which India would import 37 million tons 
of food during the next four years, eased the situation somewhat. 
It was an insurance against deficits for four years. In 3959 we 
hnimrted 3.8 million tons and in TOGO (Jamiary to November) 
4.4 million tons. In 1959-60, food imports cost us nearly Rs. 381 
croi'cs, m 3960-61 Rs. 178 crores, in 1961-62 Rs. 147.07 crores, in 
1962-63 Rs. 152.39 erores and Rs. 163 crores nearly in 1963-64. In 
terms of quantity, India imported 4.6 million tons of foodgrains 
in 1963 as against 3.64 million tons in 1962. In 3964 it is expect¬ 
ed to touch the 5 million ton mark. In seven years 3956-57 to 
3962-63, the Government of India subsidised the sale of foodgrains 
to the extent of Rs. 346.48 erores. This gap has to bo .bridged. 
India is negotiating (in 3964) a new agreement with the U.S. for 
import of 15 million tons of wheat and rice during a four-year 
period and for extension of the existing one by about year. 

Throughout 1964, the food situation has been causing grave 
anxiety since the prices have been soaring higher and higher. The 
index of rice prices reached 139 by the end of last week in July, 
as against 327 a year ago and wheat prices rose by more than 
28% as compared with prices a year ago. The public is seriously 
a 4 ?itated and the government too seems to be very much worried. 
As a measure of immediate relief it was decided in August 1964 
to fix maximum prices for rice and wheat. This will ensure price 
stability in foodgrains prices. All the available stocks in the 
country werf» to be mobilised. For this purpose the producers, 
» dealers and even consumers were asked to declare stocks above 
ipinimum permissible levels. In order to prevent the same set of 
people from drawing rather freely from fair price shops an infor¬ 
mal kind of rationing was introduced in urban areas. The gov¬ 
ernment can hold the price line if it can assure adequate- stocks 
in the fair price shops. It was also decided to fix consumer 
producer prices for the next harvest. These are short-run mea- 
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surfH. The long-ran meastiTeg relate to the uicreasiiig of produc¬ 
tion by intensifying efforts at agricultural improvements through 
increased water supply and supply of fertilisers and improved 
seeds. 

It seems that for some years more we shall have to make 
determined efforts to bridge the gap between domestic production 
and domestic requirements of foodgrains. Freedom from foreign 
food‘'mu8t be won. In the present day uneasy world dependence” 
for food on foreign countries in dangerous. 

) 

Solution of the Food Problem 

Food problem is a complicated problem. There is no simple 
or sovereign remedy for its solution. It has to be attacked on 
scvc'ral fronts. The following are some of the measures that can 
be adopted to solve the food problem :— 

(1) The ultimate solution of the food problem lies in increas¬ 
ing agricultural production. This must therefore be the main 
rrnn'dy for the solution. The other measures for tackling or 
easing the problem wo shall consider sab.sequeutly. 

For 8tep])ing up agricultural production, the following 
methods may be followed. These are too well-known to be des« 
cribed in detail ; we sJiall, therefore, only enumerate them ; (i) 
organisation of Panchayat Samitis and fixing the responsibility 
for augmenting production on them ; (ii) organisation of service 
co-operatives and their development into joint farming co-ope- 
natives wherever feasible; (iii) inereasiug use of better farm¬ 
ing imidemeuls; (iv) increasing use of better seeds; (v) the 
use of green manures and fertilizers ; (vi) .small and medium, 
irrigation works; the adoption of better agricultural practices, 
like the Japanese method of paddy cultivation. Apart from these 
and .similar methods of increasing the productivity of land, the 
implementation of land reform legislation enacted in recent yeara 
all over Ifidia is very necessary. Uncertainty and suspense creat¬ 
ed by land reform legislation have been an important factor imped¬ 
ing food production in the country. 

(2) Better Administration and Organisation. The problem 
of agricultural production in India is essentially that of better 
organisation and better administration. One of the main diffi¬ 
culties of the Indian cultivator is that of securing supplies of 
various essential services in time and in adequate quantities. Ilis 
enthusiasm for greater production is severely shaken when he finds 
that he cannot get good seeds, chemical fertilisers, improved 
implements and insecticides in time either through the village co¬ 
operative or through the community development staff. It is, ’ 
therefore, imperative that earnest efforts be made to improve and 
streandino the organisational and administrative structure and 
bring about greater co-ordination between agricultural, irrigation! 
and community of development staffs. 

In this connection the Nalagarh Committee has made several 
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jrecommendatioiis which have already been accepted by the Gh)V- 
^rniacnt of India and the Planning Commission. But more 
-important is their expeditious implementation by the State 
Governments. 

(3) Imports from Abroad. In order to build up buffer 
stocks and stabilise prices and to overcome the psychology of 
shortage and scarcity, the Government should plan 4‘or greater 
imports of foodgrains. In this regard the Indo-U.S. Food Agreo- 
jnent (in May 1960) is worthy of mention. The U.S. Government 
-agreed to supply a total of 16 million tons of wheat and 1 million 
tons of rice to India over the next four years. But since this is 
largely in respect of wheat, the Government should enter into 
similar agreements for rice as well with rice-exporting countries. 

A similar agreement was again going to be signed. 

(4) Artificial restrictions on the internal movement of food- 

grains should be relaxed or removed. In view of the rising prices 
•during the past four-five years, the Government imposed distribu¬ 
tion controls in ihe form of “Food Zones.” The whole country 
was divided into different food zones for wheal, rice, and some 
other grains. The movement of the grain concerned is free with¬ 
in the zone, but is not allowed as between diff(‘rcnt zones. This 
scheme is generally thought to have distorted the rational struc¬ 
ture of prices of foodgrains as between deficit and surplus areas 
•and also to have created the psychology of shortage and scarcity. 
The prices have also continued to rule high despite this scheme 
and large-scale smuggling has been going on as between zones. 
At least now with improved internal production and the Indo- 
(J.S. deal for largo food imports for four years, this zonal system 
is doing more harm than good and should, therefore, be abolished. 
That will ease the food problem. , 

(.')) Vinother short-term measure suited to occasions of high 
ffood prices resulting from too much of speculations in foodgrains 
is that stringent restrictions should be put on speculation in these 
^commodities and the Reserve Bank of India should impose curbs 
on bank credit used for the purpose of holding excessive stocks 
of foodgrains. This policy has been followed a number of times 
in recent years. * 

(6 & 7) The other two remedies suggested are long-term 
•ones. The quickly rising trend in population should be checked; 
.there is, therefore, the need for strengthening the family planning 
movement. Efforts should also be made towards changing the 
food habits of the people who should be urged to make their diet 
balanced by taking less of cereals and more of non-cereal food, like 
vegetables, fruits, meat and milk. Of course food habits cannot 
be changed overnight and, besides, protective foods being expen- 
mve are beyond the reach of the common man. Food habits will 
-change as the country develops and income of the people rises. 

Circumstances have once again forced the country to'resoiA,^ 
tito rationing. For the last few years, agricultural output has b^'cn 



OUB POOD PBOBLEM 


fT 


stagnant at 80 million tonnes. On the other hand, there have beem 
increases in both the rural and urban population. The increased 
money incomes generated mainly in the cities have further compli¬ 
cated the problem. The natural instinct of hoarding in the midst 
of psychology of shortages has, on the one hand, cut into the 
available marketable surplus and intensified demand on the other.. 
There seerwed to no escape from rationing and the Prime Minister- 
asked the Chief ministers in October 1964 to introdnce statutory 
rationing in cities with a population of over a million and to- 
arrange the summary trial of traders who sell foodgrains at 
higher prices than the officially fixed prices. This solemn resolve 
reflects the gravity of the food situation. 

To secure the sale of essential commodities at prices fixed by 
the Government an Ordinance was promulgated on November 5,. 
1964 for summary trial of unscrupulous traders and getting 
public servants. The Ordinance provides for deterrent punish¬ 
ment to traders indulging in anti-social practices like hoarding 
and profiteering. 

A Bill providing for the setting up a Food Corporation of India 
was moved in the Lok ^abha on November 20, 1964. The Corpora- 
ton will have an initial cai)ital of Rs. 100 erores which will bsi- 
wholly owned by the Government. It will however be an autono¬ 
mous body and will concern itself immediately with trading in 
foodgrains. But its wider long-term objective, will include the 
building up of a buffer stock, handling food imports and provision 
of credit and supplies to farmers entering into arrangements with* 
it. It is expected to serve as the main instrument to protect the 
consumer from the expectation and vagaries of the foodgrains 
trade. It will have wide operational scope both in respect of 
distribution and production of foodgrains in the country. 

Making a total assessment of the food problem, the Asoka 
Mehta Committee said : “For an effective solution of the food 
problem, «ot only determined and all-out efforts to step up pro¬ 
duction have to be made, but the high rate of increase of popula¬ 
tion has to be checked. We, therefore, urge that a nation-wide- 
campaign for family planning, enlisting the efforts and energies 
of ao(fial workers, particularly women, medical men, scientists, 
sociologLsts, economists, administrators and political leaders be 
launched. 


Recent Rise in Food Prices 

r 

Several causes have contributed to the recent coDtinnons rise 
in food prices. The main causes are :— 

(1) The recent rise in food prices is basically the conse- 

C ee of the rate of economic development and the mode of 
Cii^. The high level of investment expenditure on publio 
and private sectors accompanied by deficit feianeing and large- 
soale credit expansion, has led to a general increase in the demand? 
for foodgrains. 
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(2) Greater velocity of drcnlatioa of money than it was 
4iome years ago. 

(3} While the purchasing power among ^ople has gone up, 
it has not been accompanied by corresponding increase in the 8up> 
ply of foodgrains. On the contrary, in some years (1954-55, 1955- 
56, and agam in 1957-58), there was a fall in production which led 
to a marked shrinkage in their availability. In coiftrast to tlie 
First Five-Year Plan, the Second Plan did not pay adequate atten¬ 
tion to the food problem. In fact, it under-emphasised the import¬ 
ance of food supply in a developing economy. Though this was 
realised soon after, and food targets were raised subsequently, the 
higher target was not matched by increased outlay on projects 
which could help to raise food output. 

(4) Income-elasticity of demand of the people is very high, 

Jbeeau^ the vast majority of the people are under-nourished. The 
part of the huge investment expenditure being incurred in the 
•country which goes to the low-income people is spent largely on 
foodgrains. The^e has thus be(*n a sharp increase in demand for 
foodgrains, leading to increases in food prices. 

(5) Furlher, there has bo(*n a change in the pattern of food 
rfjonsumption of many sections of the people. People who used to 
live on roots like tapioca or sweet potatoes are now transferring 
their demands to millets or coarse riee and people who used to 
take millets or coarse rice formerly are now gradually shifting 
over to superior kinds of rice and wheat 

(6) The increasing industrialisation and urbanisation have 
increased the demand for marketed surjdus and also have increas¬ 
ed the demand for rice and wheat as against millets and minor 
foods. 

(7) Hoarding and profiteering. In the short-run the more 
important factor that determines the price level is not production, 
but marketable surplus. The latter has in recent years been 
adversely affected by large-scale hoarding by grewers and traders 
in anticipation of further rises in prices. Aeoording to the Asoka 
Mehta Committee's report most of the stock-building has been 
done by traders, but from 1956-57, there has been a sig»if)eant 
change and a large part of such stock-building has been done by 
big and medium producers as well. The decline in marketed sur¬ 
plus of the producers is due to three reasons : (i) generally pro¬ 
ducers now consume more than before ; (ii) because of the pre¬ 
valence of relatively higher prices of foodgrains, the producer now 
needs to sell less produce to meet his own need for cash to meet 
necessary commitments ; (iii) they hoard in anticipation of higher 
prices. 

(8) Persistent shortages in certain areas of th^ conntry, 

•owing to failure of crops through unfavourable^weather condition, 
and reports of scarcity have also had a bullish effect in oth^r areas 
:as well and thus aggravated the rise in food prices. if 
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The Third Plan commenced with a foodgrains stock of 2.8 
million tons. This and the anticipated supply of 14.4 million 
(metric) tons of wheat under P.L. 480, it is stated, seems to give 
a reasonable assurance that the price of wheat, and to some extent 
of other foodgrains, will not increase significantly in the next few 
years if the monsoons do not misbehave. But the Planning Com¬ 
mission is jeary and states that, with all the balances and safe¬ 
guards, the possibility of considerable and serious increases in 
prices during the Third Plan cannot be entirely eliminated. 

It is stated that the restraints on consumption implicit in the 
Plan may not always operate effectively. Furthermore, there are 
also doubts regarding the relative pace of growth of the various 
sectors which is vital to the maintenance of appropriate price 
relationsliips. The Plan envisages a certain balance between the 
rates of growth in various sectors, but a certain imbalance is 
almost certain to show from time to time. 

It is, therefore, considered necessary to keep a close watch 
parlienlurly on prices of foodgrains. 

As is natural in a develojiing economy, the pull of demand 
factors shall be upward and the Planning Commission has recom¬ 
mended a fiscal policy which should avoid the creation of excess 
purchasing power through (rovernment purchases. The monetary 
policy should bo used to regulate the pace of credit creation 
1hro\igh banks. In addition to this, the Planning Commission has 
suggested steps to discourage speculative accumulation of inven¬ 
tories and hoarding of commodities. Prom the point of view of 
low and fixed income groups, a reasonable .stability of foodgrains 
policy is essential to the proposed price policy. Put it will also 
#»eek at the same time to secure “right relationship” between vari¬ 
ous pricej> and to ensure that the producers get a “reasonable 
return”. 

Bearing these dual objectives in mind, the Third Plan has 
clearly declared that the farmer must be assured that the prices 
-of foodgrains and other commodities he produces will not be 
allowed to fall “below a reasonable' minimum” and at the other 
end, the consumers must bo assured that they will not have to 
pay “excessively high prices” for foodgrains. This is the reason 
behind the proposal for fixing floor and ceiling prices which, it is 
stated, will have to be determined in each case in relation to the 
prevailing conditions. 

The key, howev<'r, to the stabilisation of foodgrains prices is 
considered to be the Government’s buffer stocks and its open 
market operations. The level of stocks, it is recommended, will 
have to be raised to about 5 million tons so that it could 4)0 possible 
•to op(‘rate on them effectively. 

Tt is further suggested that continuous purchases and sales by 
Government need fft be undertaker flexibly on a wide front and at 
a. large number of places. This is essential to ensure the impact 
of governmental policy on foodgrains prices. 
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It is also proposed that the GoYernment should strengthen and 
reinforce its agencies at the retail stage, enlarging also the net¬ 
work of village co-operatives. 

For the success of purchase and sales operation of stabilising 
prices and correcting seasonal and regional variations, licensing 
and regulation of wholesale trade is also considered essential. 
The extension of State trading in suitable directions is also recom¬ 
mended in this context. 
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Systems of Land Tenure 


The importance of the study of Land Tenure is three-fold: 
Firstly, it is necessary, from the point of -view of the State, to 
locate the owner of land, because the State has to claim the land 
revenue from him. Secondly, the effects of the system of land 
tenure are very far-reaehing on the productivity of land. For 
instance, an owner cultivates his land with greater zeal and is 
more anxious to introduce permanent improvements into it than 
a tenant who has to share the fruit of his labour with a landlord. 
Thirdly, the social organisation of a country, whether it is to be 
feudal, capitalist or communist, depends on its land tenure system. 
Land tenure determines the village institutions. This question of 
land tenure is invariably linked up with the political and social 
structure of a country. For agricullural advancement and for 
peace and contentment of the village community a just and 
sound syUem of land tenure is necessary. The best tenure system 
is one which, on the one hand, encourages maximum production 
from the soil and, on the other, ensnres the welfare and content¬ 
ment of those who work on it. 

In a good sjrstem of land tenure there are no intermediarioi 
between the State and the actual cultivator. 

There are three main systems of land tenure prevalent in 
India : 

(a) Ryotwari, 

(b) Mahalwari, and 

(c) Zamindari, 

The Ryotwari system of tenure is found mainly in Hadras and 
Bombay, the Zamindari in Bengal, Bihar and Orissa and the 
Mahalwari in U.P., Madhya Pradesh and the Punjab, 

We shall now discuss each of these systems separately. 

Ryotwari Tenure 

This system was first introduced in Madras in 1792. Later 
it was extended to Bombay. **1Jnder the Ryotwari system every 
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regfistered holder of land is recognized as its proprietor and pays 
(ravenne) direct to Government. He is at liberty to snb-let his 
^property, or to transfer it by gift, sale or mortgage. He cannot 
be ejected by Government so long as he pays the fixed assessment.” 

Some writers think that under the Ryotwari system, the State 
is the landlord. It is argued that (a) the State can resume the 
land if the cultivator does not pay the land revenue ; (b) the waste 
land belongs to the State; and (c) the cultivator has the option 
of leaving the land and the State resumes it. 

There is not much substance in these arguments. We agree 
with Kale that the so-called “occupant” of “Government land” in 
Ryotwari areas “is as much a proprietor as the zamindar of Bengal, 
the only difference being that in the case of the latter, the land 
tax is permanently fixed, whereas in the former, it is liable to 
periodical enhancement.’” 

The main advantage claimed for this system is that there is 
no sub-infeudation and the cultivator is in direct relation with the 
Government. There are no intermediaries. 

The system has all the advantages of the peasant-proprietor 
System as mentioned above. The peasant treats his land well. 
He makes all possible improvement and the ‘magic of property 
turns sand into gold’. He works long and late. As a member of 
sturdy middle class he contributes to social and political stability. 

Still there are some defects. (1) On account of sub-letting 
of land by the occupier, the advantages of the system have tended 
to disappear though conditions are not as bad in this respect here 
as under the zamindari system. (2) The land in these areas is 
passing into the hands of non-agriculturists and the number of 
landless labourers is on the increase. (3) The size of the holding 
becomes smaller. (4) The system is also defective in the method 
of assessment of land revenue. It leaves too much to the Settle¬ 
ment Officer whose estimates are based on mere guess Work. (5) 
Lastly, individual assessment has destroyed the collective basis of 
village life and has led the decay of the village community. 

Mahalwari Tenure 

• 

This system was first adopted in Agra and Oudh and was later 
extended to the Punjab. Under the Mahalwari system, land is 
held jointly by co-sharing bodies of village communities, the mem¬ 
bers of which are treated as “jointly and severally liable for the 
land revenue.” The most typical of such tenures are found in the 
Punjab. Calvert writes, “Both in law and in practice the rights 
of the village community are carefully preserved: they are the 
owners of all the village ‘common’ or Blminlat, with its trees, grass, 
etc., and they own the site of village buildings.”® 


1, KMbh-^ndioH Economies, Vol. II, p. 78L 

Woatih and Welfare of the PunJM, pp. 169-7H 
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It is a joint landlordism as distinguished from individual 
landlordism under the zamindari system. 

Land in the joint villages may bo shared in a variety of ways. 
Three kinds of villages may be noted: 

(i) .Ancestral villages, where the owners are descendants of 
the same ancestor. The share (patti) of each depends on his posi¬ 
tion on the genealogical tree. In some of these villages land is 
held jointly. 

(ii) Non-ancestral villages, in which sharing takes place 
under the customary or bhaichara principles. The sharing takes 
place in various ways: in equal lots, according to the number of 
ploughs owned; or according to the share in wells. The land, 
however, is jointly owned. 

(iii) Villages in which existing holdings are recognised as 
they are and there are no definite rules for sharing. 

In the typical joint village, the owners are themselves the 
<'ultivators—peasant-proprietors. In some cases, however, land 
may be cultivated by tenants who pay rent either in cash or kind 
(batai). The best results of cultivation are obtained, however, 
when a peasant-proprietor possesses enough land to cultivate it 
with the help of Jiis family. (For the merits of the peasant- 
proprietor system K('o the preceding section.) This would be an 
ideal system if the cultivators pooled their resources on a co¬ 
operative bcisis. Peasant-proprietorship dominates in the Punjab 
though the holdings are often too small. In such cases joint or 
co-operative farming is essential to get maximum yield from land. 

In the cas<' of some joint villages in Uttar Pradesh, certain 
overlord:? (Tahikdars) appeared and original proprietary rights 
<legenerated. In Madhya Pradesh the basis of settlement is akin 
to the Mahalwari system. 

Zamindari Tenure 

The fourth system of land tenure is the zamindari system. 
Under this system, one or more persons owned a village and were 
responsible for the payment of land revenue. Such villages were 
typical of Bengal. They also existed in Uttar Pradesh. A variety 
of landlord’s estates were found in Bombay. In Madras alsor tHbre 
were some big zamindars of the Bengal type, holding about one- 
-third of the entire area. They have been almost entirely abolish¬ 
ed and the discussion now is mainly of academic interest.. 

The zamindari system was the product of the British rale. 
The revenue farmers whose duty was merely to collect land reve¬ 
nue were given proprietary rights. This was partly due to the 
adnunistrators’ ignorance of Indian conditions and partly it was ■ 
introduced for convenience ot'eolleetiug revenue or to create inter¬ 
ests whose fortunes were bound up with the British rale, tlie 
revenue was fixed in perpetuity in earlier settlements. 

Whatever its %if!nal intentionB, the system was not hene« 
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fleiaL Combined with permanent settlement it robbed the State 
of its due share of the increasing net profits from land. Frouf 
the point of view of the countr 7 it had no merit. Far from 
T^coming enlightened leaders of the people, the landlords be¬ 
came absentee parasites. Thus the zamindari tenure proved 
harmful to the cultivators and stood in the way of agyic^tural 
progress. Frequent enhancement of rent and constant fear of 
ejectment discouraged all enterprise on the part of the culti¬ 
vators. Agriculture suffered because the landlord’s main concera 
was to get maximum rent without contributing anything to agri¬ 
cultural progress. 

“The zamindar failed to provide for any effective means fox 
the development of the resources of the land.”* “He merely ex¬ 
ploited every opportunity for realization of enhanced rent or other 
dues from the tenants.” While Ryotwari tenure induced increas¬ 
ed production, the opposite was the ease in zamindari areas. All 
intelligent opinion was in favour of the system of peasant-pro¬ 
prietorship and against the zamindari system. 

Intermediaries have by now thus almost entirely disappeared. 
Only a few pockets remain here and there. Action is being taken 
to do away with these too. The tenants are being helped to 
become proprietors. 

Defects of Tenancy Cultivation 

Under the zamindari system, tenancy cultivation is the rule, 
although it is not altogether absent in Mahalwari or Ryotwari 
areas. Both from the point of view of agricultural efficiency and 
social justice, tenancy cultivation is defective. Tenancy cultiva¬ 
tion is much less efficient than cultivation by peasant-proprietors. 
“Give a man the secure possession of a bleak rock”, wrote Arthur 
Young, “and he will turn it into a garden; give him a nine years’ 
lease of a garden and he converts it into a desert.” Calvprt wrote: 
“Tenants generally take less care in preparing the crops”, plough 
land less often, manure it less and use fewer implements upon it 
than owners. They grow less valuable crops, especially avoiding 
those requiring the sinking of capital in the land; they make little 
or no effort at improving their fields; they often keep a lower type 
of cattle; they avoid perennials and bestow no care on trees.* 

Batai System. Here the tenant pays in kind. The results are 
still more unfavourable. The batai system of the Punjab, under 
.which the customary rent used to be one-half (now one-third) of 
the ^088 produce, is not conducive to good agriculture. It is not 
in his interest to apply any dose of capital and labour the totid 
return from which is less than twice enough to reward him. ^totai 
rents are sometimes justified on the ground that they secure auto¬ 
matic adjustment of rent to price, and bring about good relations 
bettveen the tenants and landlords. “But these advantages are 

1. Bengal Land Beventte OoianiigBioa Beport, p. 37. 

S. Calvert —Wealth and W^fare of the Pmjab, pp. 806-7. 
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purchased at too high a price.”^ A survey of 97 tenants’ fari&s in 
the Punjab showed that the actual worker got less than 18% of 
the net income, the rest going to the non-working owner who 
shoulders no risks. 

Tenancy, however, is not always bad. “The best agriculture 
in the W 9 rld is carried on under the tenancy system® (England).” 
This is because “an English landlord is his tenants’ best friend 
and spends full one-third of his rental back on the land and its 
needs; most Punjab landlords levy double the rent than an Eng¬ 
land landlord would do and sp«nd nothing back on the land.”* 

The system of land tenure, then, is not always the deciding 
factor. The character of the tenant and landlord matters much. 
When the tenant is easily ejected and no compensation is paid to 
him for the improvements he has made, he is bound to be indiffer¬ 
ent. But when the tenant enjoys security and is eligible for com¬ 
pensation for improvements made by him, and when the landlord 
invests capital in the land, tenant farming can show better results 
than any other system. But if the choice is between a peasant- 
proprietor and an absentee landlord, the former is always to be 
preferred. 


Land, its Problem and Policy 

The Indian land problem is the most fundamental problem in 
Indian agriculture, rather in the entire economy of the country. 
The manner of its solution, therefore, will profoundly influence 
the pattern and course of not only agricultural development but of 
the entire economic and social reorganusation of the nation. The 
recent shortages in food showed that there was an urgent need 
for overhauling the system of land tenure. A mere tinkering with 
the problem would not cure the evil. In order to co-ordinate 
policies in different States an Agrarian Reforms Committee was 
appointed in 1948, “to examine and make recommendations about 
agrarian reforms arising out of the abolition of the zamindari 
system, in the light of the conditions prevailing in the different 
provinces” as well as “to report on co-operative farming and 
methods of improving agricultural production, the position of 
the small-holding sub-tenants, landless agricultural labourers and 
generally on improving the conditions of agricultural rural popu¬ 
lation.” This Committee laid down certain principles which the 
Planning Commission accepted. Those principles are— 

1. The agrarian economy should develop the farmer’s 
personality; 

2. There should be no scope for class exploitation; 

3. There should be maximum efficiency of production; and 

4. ’The scheme of reforms should be practicable. 

1. Op. dt., p. 198. 

2. Carver —FHndplw of Sural Economics, p. 126. 

3. Calvert— Op. cit., p. 298. 
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These principles involve certain major changes such as (a) 
aboUtion nf zamindari, (b) reform of the condition of tenants 
through legislation, (c) an increase in the unit of cultivation, (d) 
consolidation of holdings, and (e) adoption of mechanized culti¬ 
vation where needed, provision of water, electricity and finances 
for improvements. ^ 

Before we may embark on a suitable land policy it is neces¬ 
sary to understand the exact nature of our land problem. It is 
at bottom a question of land ownership and land use. Till recent¬ 
ly, the bulk of the land belonged to the big landlords. A large 
number of intermediaries grew up between the State and the 
actual cultivator and they exploited the actual tiller. Even 
where the Mahalwari and Ryotwari tenures prevail, the rapidly 
mounting pressure of population led to the widespread extension 
of tenancy cultivation. The tenancy system has been of the worst 
vype since the tenant enjoyed no security of tenure, had no iucent- 
tive for investing capital and labour nor had he any capital to 
invest. IJence our land system was the most inefficient from the 
economic point of view (i.e., production) and the most unjust from 
the social point of view. 

»»The excessive pressure of population on land, accompanied by 
decline of rural industries, gave rise to a large clas.s of landless 
labourers in the country whose lot was much worse than the ten¬ 
ants’. Apart from econoinic destitution, this class suffered from 
social handicaps and disabilities. Thus there was feudalism at the 
top and serfdom at the bottom. 

From the point of view of land management too, our land 
system could produce the poorest results. This is due to the tiny 
and uneconomic units of cultivation. The smallness and the frag¬ 
mented nature of tlie farm bars effectively the way to all Agricul¬ 
tural progress. 

Hence our land sj'stcm has been feudal and exploitative in 
respect of ownership and the most uneconomic and ineffieienfin 
respect of land use. 

What is the solution or what is a suitable Land Policy? A 
suitable land policy should liave two objectives: 

(i) Economically it should ensure increased agricultural out¬ 
put and diversified rural economy. 

(ii) Socially it should reduce disparities in wealth and in¬ 
come, eliminate exploitation, provide security for tenants and 
workers and finally promise equality of status and opportunity to 

^different sections of the rural population. 

It is necessary first to remove impediments upon agricultural 
production that arise from the character of agrarian structure, 
llien conditions must be created for evolving, as speedily as 
possible, an agrarian economy with high levels of efficiency »Tnd 
productivity. 
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The first step obviously is the elimination of parasitic inter- 
mediaries. This major reform has almost been effected. In most 
States, the State Government has taken over the intermediary 
rights. 

Where tenancy is still to continue, tenants should be ensured 
security o| tenure and fair rents. These measures are also being 
taken in most of the States. 

As for substantial owners of land, the Planning Commission 
suggested that there should be an upper limit to the amount of 
land that one individual can hold. There can be a limit for future 
acquisitions as well as existing holdings. There should also be 
limit for resumption of land for personal cultivation. The excess 
over the prescribed limit may be used to enable the tenants to 
become owners. The States should also lay down standards of 
cultivation. Action on these lines has been taken in almost aU 
States. 

As for the small and middle class owners, arrangement should 
he made for finance, technical assistance and co-operative activity 
among them. Co-operative cultivation should be encouraged. 

The landless agricultural workers should be settled on land 
acquired from large holders. Aeharya Vinoba Bhave’s movement 
of Bhoodan Yajna has in this connection special value. The best 
course will be to work out a system of co-operative village manage¬ 
ment. 

The ultimate objective should be to introduce co-operative 
village management. It will increase the unit of land manage¬ 
ment and will thus fulfil the basic condition for increasing agricul¬ 
tural production. It will also create condition of equality for all 
sections of the village eommunitj’^ and thus reduce inequalities of 
wealth and income and eliminate exploitation. It will also 
diversify rural economy and expand rural employment. 

The Panel on Land Keforms has made, among others, the fol¬ 
lowing recommendations: 

(1) All cultivators should be under an obligation to main¬ 
tain reasonable standards of efficient production and to preserve 
and develop the fertility of the soil. 

(2) Sanctions should be provided in the legislation for the . 
fulfilment of certain obligations such as (a) for large and medium 
holdings, the bringing of cultivable waste under cultivation within 
a reasonable period, (b) measures relating to levelling, bunding, 
fencing, maintenance of irrigation channels, control of insects and 
diseases and eradication of weeds and terracing of fields, and (c> 
the use of improved seeds, composting of farm refuse, etc. 

Land reform programmes were given a special significance 
both in the First and Second Plans. They had two specif 
objects: (1) to remove impedimenta to increase in agricultural 
production arising out of defective agrarian structure, and (2) to 
eliminate all elements of exploitation and social injustice, to pro- 
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vide security for the tiller and to assure equality of status wd 
opportunity to cdl sections of the rural population. The principal 
measures adopted to secure the first objective were the abolition 
of intermediaries or rent-receiving tenures and the reform of ten¬ 
ancy including regulation and reduction of rent and security of 
tenure and conferment of the right of ownership on tenants. In 
pursuance of the second objective, ceilings have been imposed on 
land holdings and surplus lands distributed. Efforts have been 
made to settle landless labourers on waste lands. In this way not 
only an attempt has been made to reduce disparities but also to 
afford a measure of opportunity to the landless section of the popu¬ 
lation. Action on these lines will be carried on in the Third Plan 
so that land reform programmes are effectively implemented. 

Abolition of Zamindari 

From the suitable land policy discussed above it is clear that 
to put agriculture on the rails, zamindari had to go. One member 
of the Bengal Famine Commission, Sir M. Nanavati, felt convijiccd 
that zamindari was incompatible with efficiency of production and 
favoured its abolition.’' He said, “The zamindari institution is too 
obsolete to fit into any government organisation.” 

The peasant’s history during the last 100 years is a pitiful 
tale. Ilis condition went from bad to worse. He had to pay more 
and still more rent while the Government’s share as land revenue 
remained stationary. Ejectments were common for non-payment 
of dues. Very often the peasants’ poor belongings, utensils, cots, 
cattle and even roofs were auctioned to realise arrears of rent. 
Sir Nanavati, therefore, favoured the abolition of zamindari and 
its substitution by the Ryotwari system. The Sub-Committee of 
the N.P.C. in its report on Land Policy also suggested that “the 
ownership in all forms of natural wealth must belong to and vest 
absolutely in the people of India collectively... .No intermediary 
parasites—Zamindars, Taluqdars, Malguzars, etc.—should be 
recognized.” All rights belonging to these classes should* be bought 
out and steps taken to consolidate all holdings into standard units 
with a view to maximizing the aggregate net return. No sub¬ 
division of agricultural land by inheritance, mortgaging, or aliena¬ 
tion should be permitted.* 

The zamindari system destroyed the very basis of agricultural 
prosperity. The cultivator had no incentive for introducing im¬ 
provements in land. Agricultural efficiency suffered and product¬ 
ivity of land went down. 

Besides, the income of State Governments was absolutely 
inelastic. No expansion of revenue was at all possible. Welfare 
activities of the States consequently suffered. 

Nobody benefited except the zamindar which he did both at 
the ea^pense of the State and the tiller of the soil. He led a tumb- 

1. See Minute of Dissent by Sir Nanavati, Beport, pp. 348*78< 

2. N.P.C. Beport on Land, PoUey and Agriculture, pp. 48-49. 
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less life and proved an incubus strangling aU efforts and initiative. 
The zamindar was thus a functionless element in the rural policy. 
He needed removal. 

Thus the process of zamindari abolition started. This involv¬ 
ed the purchase of all proprietary rights by the State from the 
present landlords and conferring them on the actual cultivators. 
The existHig tenants would enjoy rights of occupancy so long as 
they paid their dues to the Government and they will enjoy 
security of tenure. Under the Indian Constitution the State is 
required to pay compensation for any property compulsorily ac¬ 
quired under the Land Acquisition Acts. The States have gene¬ 
rally fixed the rates of compensation to the previous owners as 
a multiple of the net income of the property. The net income is 
multiplied by 8 in U.P and 10 in Madhya Pradesh. In other 
States, the compensation is on a graduated scale. The compensa¬ 
tion is payable in bonds or i)artly in bonds and partly in cash in¬ 
stalments spread over a period of 40 years. In some States, as in 
Madhya Pradesh, the compensation is collected from the tenants 
who will acquire quasi-proprietary rights. The sums so realised 
will be paid to the outgoing landlords. The total amount of com¬ 
pensation including rehabilitation grant and interest has been put 
at Ks. 625 crores of which a major portion will be paid in Bihar, 
Uttar Pradesh, West Bengal and Rajasthan. 

Difficulties of Abolishing Zamindari 

There have been two difficulties in the way. First is the 
financial difficulty. The Land Revenue Commission, Bengal, esti¬ 
mated that on the basis of compensation at 15 times the net profit, 
the total compensation payable to holders of proprietary interests 
in Bengal would come up to Rs. 137 crorcs. The total sum for 
India iSight come to Rs. 350 crores. But the financial difficulty 
was not insuperable, as the money was not to be paid all at once 
but over a period of 20 to 30 years; and only a small portion of 
the amotmt would have to be borrowed immediately. Payments 
would be made by annuities out of the additional revenue from the 
acquired resources. Thus the difficulty has been inore or less 
overcome. 

Secondly, there is the administrative aspect, especially in the 
case of permanently settled estates. The revision of record of 
rights is an essential preliminary. The necessary settlement ope¬ 
rations might take some years. But these difficulties are hot 
insuperable and almost all States in India have nearly finished 
taking over zamindaris. 

However, it must be realised that the abolition of zamindari 
system does not mean the attainment of the ultimate goal of agri¬ 
cultural progress and prosperity. In the words of late Pt. Nehru, 
it is only “the removal of an obstruction to growth.” Now that 
the hindrance has been removed, the land should be so organised 
as to yield maximum production as also to secure social justice. 
Minions of small and poor peasants cultivating tiny holdings by 
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primitive methods is no nnswer to the problem of agricultural pro»- 
gress. Further effeetive steps towards joint or co-operative vil¬ 
lage management will have to be taken to give the country a really 
ideal land system. 

The abolition of intermediary interest has now been accom¬ 
plished. It has been carried out fully or substantially in all 
States. Bihar and Uttar Pradesh showed the way in zamindaii 
abolition and land reforms. More than 200 lakh tenants have been 
brought into direct relationship with the State as a result of aboli¬ 
tion of intermediary tenures. Also, considerable areas of cultiva¬ 
ble waste land, private forests, etc., have been acquired and are 
being administered directly by the States or through local agen¬ 
cies such as village panchayats. The problem of payment of com¬ 
pensation is now engaging the attention of the States. Out of the 
total estimated amount of Bs. 641 crores (including rehabilitation 
grant and interest) about Rs. 230 crores have been paid out either 
in cash or in the form of bonds. 

The Planning Commission Committee for land reforms has 
however noted that quite a sizable area of land is still held at 
present by absentee owners and the Committee has suggested the 
abolition of absemee ownership of land. ‘J^ersonal cultivation’^ 
should be so defined as to ensure that not only it required the 
residence of the owner in the village but also contribution of 
labour by him and his family. Among the other suggestions 
made by the Committee are abolition of share cropping and con¬ 
version of rents in kind into cash rents and acceleration of the 
programme of transfer of ownership to tenants. 

According to a report by the Planning Commission, one of 
the difficulties in the way of implementing land reforms is that 
the administrative arrangements for supervising action hate been 
inadequate and public opinion has not been prepared for forcing 
the pace. 

Teotumoy Reform 

fio far as tenants are concerned the abolition of zamindari is 
a negative act. The tenants need some positive relief measures. 
The rise of the tenancy problem in India is the result of the work¬ 
ing of economic forces for the last several generations. In the 
time of East India Company, the tax collectors became landlords 
with legal rights. Absenteeism now became a common feature 
and a host of rent-receivers grew between the zamindars and the 
actual cultivators. Gradually with the increase of population and 
the saleability of land, transfer of land to the non-agriculturist 
maliajaii became frequent. There was a rapid increase in the class 
of tenants and agricultural labourers. Rent receivers too increas-. 
ed and sub-infeudation developed apace. 

The tenancy problem can be looked at from two points of 
view: (i) from the point of view of the tenant and (ii) from the 
point of view of the society and the country. The real question 
to be considered is whether, under the prevalent tenancy system; 
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the tenant gets a fear deal or not and whether the system gives 
us good results in the matter of a^cultural production and eflBci- 
ency. The system of tenancy as it obtains at present is open to 
serious objections in both these respects. 

The tenant is a victim of utter exploitation. The laud systen* 
reduced hin^to a state of abject misery. The system results m 
an unjust distribution of income from agriculture between the 
landlord and the tenant. Such social injustice is bound to breed 
mass discontent and lead to social and political revolution. More¬ 
over, it drags down the efficiency of agriculture. 

Two things are required: (1) The tenants’ rent is to be fixed 
at a reasonable level and owners are to be prevented from turning 
them out. (2) The tenants are to be enabled to become owners 
themselves. As a very large number of land owners themselves 
have petty holdings and jiersonally cultivate a part of their land, 
a careful adjustment has to be made between the interest of pro¬ 
prietors on the one hand apd the tenants on the other. The main 
feature of tenancy reform in India is therefore to allow the laud 
owners a limited area for personal cultivation and, at the same 
time, to ensure that the tenants are not rendered landless under 
new legislation. The tenants needed protection by the regulation^ 
of their rents, ensuring security of tenure and enabling them to 
purchase their holdings. 

Tn India all these objectives of land policy are important. 
Freedom to work the laud and securely enjoy the fruit of one’s 
labour is important. Equality is greatly prized where there have- 
been sharp inequalities in ineonio Productivity per man as well 
as per acre is low and has to be raised. Th'^re are a large number 
of uneconomic fragmented holdings. Rents have been high and 
debt burden heavy. 

The First Five-Year Plan made the following rccommenda' 
tions eonceyning tenancy reform:— 

1. Rents should not ordinarily exceed one-fourth or one-fifthf 
of the produce. 

2. .Existing tenants .should have the right of oeeupaucy sub¬ 
ject to the landlord's right to resume a limited area for personal 
cultivation. 

3. In the future, the tenancies should ordinarily be for 5 to 
R) years, resumption being permitted if the owner himself wishes 
to cultivate. 

. . 4. The tenants of areas not resumable by the landlord should 
■get the right of purchase—the purchase price to be multiple of the 
rental value of the land, and payable in instalments. 

; 5. Owners should be required to exercise the right to resumo 

land for personal cultivation, within a period of 5 years, failing* 
which the tenants should get the right to purchase land. 
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The tenancy problem had become very acute. The aamindari 
abolition does not play so signiScant a part in land reforms as the 
regulation of tenancy. The former touched only 2.1% of the 
agricultural population in the country (1951). They may have 
been important politically and they may even be very vocal, but 
they did not present a major social problem. But the tenants 
were 12.7% of the total agricultural population. 

The zamindars were the creation of political expediency and 
rfjould be displaced by political action. Tenancy was, on the other 
hand, the result of deep-rooted caus(*s, the most important of 
which was the worsening of the economic position of the agricul¬ 
turist due to: (a) pressure at population, (b) fall in agricultural 
income, (c) decline in alternative occupations, (d) change to a 
market economy from a self-sufficient one, (e) land being treated 
as a freely saleable commodity, and (f) apathy on the part of 
/lovernment towards farmers. 

The tenants’ problem was as acute as it was vast, Tt was also 
cumulative as there was a large and rapid increase in the numbers 
of tenants and landless labourers. Even the peasant-proprietors 
^ere tenants in many cases. Hence mere figures are deceptive. 

Legislation was> therefore, urgently needed all over the coun¬ 
try. It came in almost every State in one form or the other and 
generally speaking it has succeeded in its main objective. The 
main features of the tenancy legislation are as under: 

(i) Fixing Fair Bents. In must of the States, the maximum 
rent legally chargeable by the landlords from the tenants has been 
fixed. In the Punjab, for instance, it cannot exceed one-third of 
the gross produce, in former Hyderabad one-fourth of the irrigat¬ 
ed and one-third on other lands; in llajaslhau oue-sixtli of the 
gross produce and so in Bombay. In some States, e.g., in Bom¬ 
bay and ill former Hyderabad, the tenants can get their.crop-share 
rent commuted into cash rents and so in Bihar. In Uttar Pradesh, 
the rent payable by former sub-tenants has been fixed at twice the 
hereditary rent; in Delhi and in certain cases in Assam and Telan- 
gana and Karnataka regions of the formerly Hyderabad State at 
one-fifth; in Orissa, Himachal Pradesh, parts of Mysore and 
Vindhya Pradesh and Madhya Pradesh at one-fourth; in Bihar at 
•seven-twentieths of the produce; in Madras at two-fifths of the 
gross produce. In the former Andhra area, Malabar (Kerala), 
West Bengal (in respect of bargadars and crop shares) and 
Jammu and Kashmir, it is fixed at one-half of the gross produce in 
.certain cases. But these provisions can be made effective only if 
they are accompanied by the security of tenure and the tenants* 
Tight to purchase ownership rights. 

(ii) Frovidixig Security of Tenure. The legislation provides 
■that the tenants cannot be ejected so long as they continue 

rent. In majority of the States, the^ tenants have been gran^ 
«d security of tenure in respect of lands not resumable by tbe 
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landlotd for personal cultiration. la order to safeguard against 
indisorimiilate resumption, the Second Plan suggests that in res¬ 
pect of personal eultiyation, certain obligations should be imposed 
on the owners, e.g., personal supervision, residence in or near the 
village, personal labour and bearing the entire risk of cultivation. 
Some Stat^ have actually laid some of these obligations. ‘Volun¬ 
tary surrenders' are being properly regulated. In some States, 
the minimum period of lease of land has been fixed, e.g., 5 3^ars 
in the Punjab and Madras and 10 years in Bombay, 

(iii) Giving the Bight of Purchasing the Holding. In order 
to enable the hardworking tenants to become owner-cultivators, 
the tenants have been given the right to purchase their holdings 
in many States. In the Punjab, the right has been given to those 
tenants who have held the land continuously for 12 years. 

In Madhya Pradesh all sub-tenants in jagirdari and zamindari 
areas have been allowed to acquire ownership within two years of 
the commencement of the Act failing which they will be liable for 
immediate ejeelment. The purchase is allowed cither at fair 
prices determined by Iribunals appointed for the purpose or on 
payment of a certain multiple of land revenue or rent. 

(iv) Compensation for Permanent Improvement. On quit¬ 
ting the land, the tenant is entitled to compensation for such im¬ 
provements as farm buildings, drainage wells, etc., which he may 
have made or trees he might have grown. 

(v) Bemission of Bent. In times of famines or other natural 
calamities, the landlord is given relief through the remission of 
land revenue. 

(vi) ‘Begar’ and unauthorised ‘ahwabs’ or levies have been 
declared* illegal. 

(vii) In the case of arrears of rent, some exemptions have 
been giv^m from attachment, e.g., his standing crops, tools and 
implements, cattle, etc. 

Estimate of the Tenancy Legislation 

The measures in various States have considerably enrtailed 
the privileges of the landlord. But unfortunately the benefit has 
not always gone to the actual tiller of the soil. The occupancy 
tenant whose rights have been protected is not always the actual 
cultivator. He has in turn become a mere rent-receiver. The 
actual cultivator very often is a mere tenant-at-will working on 
. the Batai system. Tenancy legislation does not benefit him. He 
is rack-rented as before and enjoys no security against arbitrary 
ejectment. The pressure of population on land is so heavy that the 
tenant is left in a very weak bargaining position. Besides, there 
are always loopholes in the law ased the tenant, being poor, cannot 
benefit from the legislation. Moreover, there are no adequate 
adminisfrative arrangements to enforce these measures. 

Bealkdng the limitations of these measures, the various State 
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GoTernments have decided to elizainate the tenancy itsell. The 
principle of ^Iflod to the tiller’ has now been accepted and measures 
have been takeji to implement it. That is why aamindari has been 
abolished so that the cultivators hold land directly from the State. 

The position now is that the intermediary rights have been 
Abolished. The multiplicity of tenures has been reduced. Small 
peasants will in the immediate future form the main body of culti¬ 
vators. According to the Planning Commission, the structure of 
the rural economy is proposed to be reorganised on the pattern 

co-operative village management. 

While security of tenure has been assured and the rents re¬ 
duced in several States, the progress of the transfer of rights of 
d>wnership to tenants has been slow. 

When a landlord wishes to resume laud for personal (*ultiva- 
iion, personal supervision by the owner or a member of his family 
Aiid labour participation in agricultural operations should be 
insisted upon. The tenants should have continuing and heritable 
possession in aieas in <‘xcess of the limit of resumption for per¬ 
sonal cultivation. 

. A survey by the Planning Commission revealed that six 
i^tates—Andhra Pradesh, Assam, Bihar, Madras, Mysore and 
■Orissa—have not so far enacted or enforced comprehensive legis¬ 
lation for tenancy reforms. The survey shows that ejectment of 
tenants has taken place in the country on a considerable scale 
under the cover of voluntary surrenders by tenants. These sur¬ 
renders are not bona Me transactions and they have tended to 
defeat the aims of the legislation for ceilings as well as tenancy 
reform. 

Another difSenlty is that there is a considerable riUmber of 
‘informal’ tenants who are not record<‘d in the revenue papers and 
Are not recognised as such. They pay high produce rents and enjoy 
no security of tenure. • 

The principal points calling for action, according to the Plan¬ 
ning Commission, are: 

1. There should be replacement of temporary provisions for 
prevention of ejectment of tenants by comprehensive legislation 
for security of tenure; 

■ 2x The riglit of resumption for personal cultivation should _ 
bo restricted; 

.3. Legal and administrative deficiencies relating to regis¬ 
tration of voluntary surrenders of tenancies should be removed; 

4. There should be conferment of rights of ownership ph 
tenants of non-resumable lands; and 
^ 5. Commutation of rents in kind into cash rents. 

* 

However, the difiiculties and defects inherent in the -ouliivj^- 
iion of small holdings by tenants can be removed only 
operation farming which alone offers a suitable solution. 
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The Unit of Cultivation 


Besides land reforms, there are two other essentials of pro¬ 
gressive agriculture: (a) an economic unit of cultivation, and (b) 
proper equipment. There is no doubt that the peasant will put 
in his best effort if he is certain of reaping the fruit of hiS labour. 
To ensure this it is necessary to abolish all superior interests 
which appropriate the profits of cultivation. This task has al¬ 
most been accomplished. But by itself alone it may not briiSlg 
about increased production. Productivity of land is also deter¬ 
mined by the character of eultivation and the equipment available. 
The unit of cultivation is of no less importance. The size of hold¬ 
ing determines the character of equipment that can be usefully 
employed. Even proprietary rights do not induce best efforts if 
tlie holding is of an uneconomic size. Agricultural efficiency real¬ 
ly depends on the size of the farm. Indian agriculture is bound 
to remain ineffii'ient and backward until something is done to bring 
into existence holditigs of suitable size. 

Unit of OuHivatioa or Ownership. Holdings may be owner¬ 
ship or cultivation holdings. The ownership holding may be large 
in size but it may be distributed among a number of tiultivators, 
thus making the unit of cultivation small. Conversely, a number 
of owners’ holdings, each small in size, may be cultivated by one 
tenant, thus making the cultivator’s holding large. Sometimes 
the owner cultivates his own holding. He may, of course, let 
out a portion or may take on rent some adjoining land. I^om 
the point of view of efficiency it is not the sin of ihe own^hip- 
holdmg, but of the cultivation-holding, that matters the* most. 
Tt is seen that an average cultivator’s holding in India is not only 
small in size, but is split up into pieces scattered all over, the 
viUage area. In other words, in India we find there is an evil 
both of sub-division and fragmentation. 

Some Oonoepts of Holding 

A few distinct concepts of holding may be explained, via., a 
basic holding, optimum holding, family holding and economic 
holding. 
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JBaalc Holding. The Congress Agrarian Befoms Committee 
Report recommends a smaller holding than an economic holding 
on sociological grounds rather than economic grounds. It calls it 
a basic holding and suggests individual farming assisted by a 
multi-purpose co-operative organization for the other operations. 
This is the lowest limit of a holding. ^ 

Optimum Holding. The Agrarian Committee holds that there 
should also be an upper limit to the size of holding and calls it 
an optimum holding. In the Committee’s opinion, medLanized 
capitalist farming leads to exploitation and is a social evil. 
Hence it suggests that the optimum (i.e., the maximum) size of 
a holding should not exceed three times the size of the economic 
holding. There may be exceptions for joint families and chari¬ 
table institutions. A limit on the optimum size is, therefore, desir¬ 
able in the interest of social justice as well as economic efiSeieney. 
Zamindari abolition legislation fixes the maximum size of holding 
that a cultivator will be permitted to own. 

family Holding has been defined by a Committee of the Land 
Eeform Panel as the area which yields a gross average income of 
Bs. 1,600 p.a. or a net apnual income including remuneration for 
family labour, of Rs. 1,200. It has to be considered from two 
aspects, viz., (1) as an operational unit and (2) as an area of land 
which yields a certain average income. 

Economic Holding. We have seen that the basic holding is to 
be smaller than the economic holding and the optimum holding is 
bigger than the economic holding. I?ut what is an ecoiiomio hold¬ 
ing? Economic holding has been variously defined. According to 
Keatinge, an economic holding is one “whirfi allows a man a 
chance of producing snflSeient to support himself and l^is family 
in reasonable comfort after paying his necessary expenses.” Dr. 
Mann defines it as one “which will provide for an average family 
at the minimum standard of life considered satisfactory.” Stan¬ 
ley Jevona would call a holding economic only when it ensures to 
the farmer not only “a minimum standard”, nor even “a reasonable 
standard”, but “a high standard” of living. The words “reason¬ 
able standard”, “minimum standard” and “high standard” are 
vague. Beally an “economic holding” should mean a holding 
which provides fullest and the most remunerative employment of 
the factors of production at the disposal of the farmer. With 
the cattle, implements end machinery^ irrigation facilities and 
manpower that a farmer commands, it should produce the best 
results considering the quantity and quality of the factors and! 
the crop to be sown. Economie holding is the ideal size of the 
holding. 

Thus it is not easy to define an economic holding. Its size 
‘varies with soil and climate but is such as to provide continuous 
employment to a family* and a reasonable income. The siae of 

1. Tlui ezpresdon famUj Jnclodes bnsband, wife, dependent sMtf sn'^ 
daughters and giandehUdrot 
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the economic holding mainly depends on the following:— 

(a) Ifltethods of cultivation. If mechanized methods are used 
the size of an economic holding will be 200 acres or even more. 
With old methods 7 to 25 acres or even less would make a holding 
economic. 

(b) Cvops raised. For wheat the size of the holding has to 
be large to give best results. For vegetables and fruits the size 
required is comparatively small. 

(c) Productivity of the soil. When the soil is good, a small 
area may easily support a family. When the soil is inferior or 
lacks water, a large area will be necessary. For instance, 6 acres 
in Jullundur district of the Punjab may give a higher standard 
of living to a family than, say, 15 acres in Hissar or 25 acres in 
Assam. 

(d) Organization of a^culture. If the farming is carried 
on co-operatively, a large-sized holding will produce best results; 
if ('arried on individually, a small-sized one may be good enough. 
This is because machines can be profitably used on a large holding. 

(e) The size of a family and its equipment also determine an 
economic holding. Such a holding varies according to the charac¬ 
ter of the soil, rainfall, and facilities available for irrigation and 
marketing. 

It is thus clear that the size of an economic holding—^its upper 
or lower limit—cannot be arbitrarily jQxed. It will depend on tiie 
technique of production, the type of production, the type of equip¬ 
ment, the type of irrigation available, the quality of the soil, the 
distance of the market, the value of land (being larger when it is 
cheap and vice versa), etc. 

We cannot say which particular area will constitute an econo¬ 
mic holding since it depends on a combination of factors. Dr, 
Mann pq,ts the size of such a holding in the Deccan village at 20 
acres and Keatinge pnts at 40-50 acres for Deccan. Stanley 
Jevoiis puis it at 30 acres with reference to cpnditions in UJP. It 
is impossible to generalise. But one thing is clear that there is no 
means of securing for every farmer an economic holding in India 
nnless there is a revolution. Co-operative farming seems to be 
the only way out, ^ 

Sub-division and Fragmentation 

Actually, the holdings in India are far from economic. For 
centuries sub-division and fragmentation of holdings have been 
going on in India. The result is that the size of an average hold¬ 
ing in India is simply ludicrous. The All-India Agricultural Labour 
Enquiry (1950) has shown that the largest percentage of holdings 
relates to those which are less than 2 acres each. According to Mr. 
Kieatinge, in a Bombay village '‘fields measuring less than half 
an acre are found to be sub-divided into more than 20 separately 
owned plots”. In Batnagiri, the size of the individual plot is some* 
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times as small as .00625 of an aere, so that it is not possible e?eii 
to turn a pair of bullocks for ploughing that piece of land. Shri 
Earn Lai Bhalla found that in the village of Bmrampur 34.5% of 
the cultivators had over 25 fragments each. This was by no means 
an extreme example but was typical of the general situation. 

According to the latest statistics compiled by Jhe Census 
Commissioner of India, the average size of holdings for India as 
a whole works out at 7.39 acres. The average size in the jmre 
tenancy holdings is the lowest and varies between 2 and 3 acres 
jn Kerala, Madras, Assam, West Bengal. Orissa, Bihar and Uttar 
Pradesh, whereas it varies between 7 aud 10 acres in Punjab, 
Kajasthail, Gujarat and Maharashtra. The average size of the 
mixed holdings, however, is relatively large in all States except 
Uttar Pradesh Of all the mixed tenancy holdings, 48% arc of less 
than 5 acres. 

The size of cultivation is more significant than the size of 
ownership. Many of the holdings below one acre in Punjab, for 
instance^ are cultivated along with other areas. On the other 
hand, most of the large holdings are parcelled out by the owners 
to tenants, each cultivating a small area. Mr. Calvert’s enquiry 
into cultivators’ holdings in the Punjab found that only one per 
cent cultivated over 50 acres each. The position in the Indian 
Punjab is not better. 

The agricultural holdings in India are much smaller than in 

other countries. It is 7.5 acres in India as compared with 20 acres 

in U.K., 14 acres in Belgium, 20 acres in France, 145 acres in 

U.S.A. and 21 acres in Germany. In China, however, it is 3.25 

acres. In certain States in India conditions are worse than even 

in China, In thickly populated Bihar and Orissa many tenant 

holdings average less than half an acre though the average is 

3.1 acres per cultivator. In Bengal the average is only 4.7 acres. 

In Madras and Bombay many of the holdings are less than 3 acres. 

« 

In countries whore the holdings are small, joint or coopera¬ 
tive farming has been introduced and intensive methods of culti¬ 
vation employed. The Kvutza Co-operative Settlements in Pales¬ 
tine, Bljidos in Mexico and Joint Farming Societies in Italj^ and 
East European countries have remarkable achievements to their 
credit. Something has been done in India, too to inerease the size 
of holdings through co-operation. But a good deal remains to be 
done, 

^ In India not only are the holdings small but they are also 
split up into plots scattered all over the village. Thus there, is 
fragmentation besides sub-division. Sub-division of a holding 
results in the area held by a peasant becoming smaller with every 
successive generation. PVagmentation implies that a holding is 
cut up in pieces and scattered all over the village area. Usually 
fragmentation of ownership means fragmentation of cultivatioif, 
but not always. A cultivator may rent a compact block of lasid 
consisting of several plots belonging to different owners. On the 
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Other hand, a compact holding may be let to different tenanta in 
pieces. From the economic point of view, consolidation of culti¬ 
vation is more important than conbideration of ownership. It is 
better if the two coincide. 

PYagmentation is caused at the time of sub-division of pro¬ 
perty amoi*g several owners, each of whom wants to get a portion 
of every ancestral piece. PVagmentation of cultivation is, there¬ 
fore, the result mainly of fragmentation of ownership. Enquir¬ 
ies show that both in North and South India, the evil of fragmen¬ 
tation has gone very far indeed. Sometimes plots are a mile long 
and a few yards wide, not onougli for bullocks to turn round. 
Fragmentation is an unmitigated evil. 

Causes of Sub-division and Fragmentation 

The main causes which have led to the small size of holding 
and its being cut up into scattered pieces are given below:— 

(i) Growth of Population. As population grows, land gets 
divided aniong larger numbers and size of holding correspondingly 
diminishes. 

(ii) Laws of Inheritance. Both Hindu and Muslim laws oj' 
inheritance favour partition of land. At the lime of division, the 
heirs demand a i^iecc from every quality of land. Thus with sub¬ 
division of holdings comes their fragmentation too. 

(iii) Decay of handicrafts. Due to competition from machine- 
made goods, handicrafts doclin(‘d and pressure on land increased. 
And there was no corresponding industrial development to take 
away the surplus population from land. Demand for land became 
keener which led to sub-division. 

(iv) Attachment to landed property. In India land is a 
source of prestige. Hence everybody wauls a share in land and 
likes to cling to it even though it may he too small to be properly 
cultivated. This again is responsible for sub-division.. 

(v) British rule which established peace gave value to rights 
in land and encouraged money-lenders to invest in land. With 
the increase in the number of purchasers, the size of the holdings 
must diminish, 

(vi) Agricultural indebtedness has worked in the same direc¬ 
tion. It has compelled a farmer to part with a portion of his 
land reducing the size of his holding. 

(vii) Breakdown of joint-family system and the growth of 
tha spirit of individualism have made joint farming impossible. 
This has resulted in the division of hinded property. 

(viii) ViUi^e money-lenders purchased much land and left 
small plots with cultivators which got further sub-divided at the 
time of succession. 

The laatn cause, however, is the increase in population. The 

area capita has been decreasing with every decade in India. 
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It was 111 cents in 1021, 104 cents in 1931, 94 cents in 1941 and 
84 cents in 1951. The magnitude of the drop is quite substantial 
■—^nearly 25 per cent. Unfortunately the decrease in cultivated 
’area per capita has not been accompanied by a corresponding ex¬ 
pansion of alternative occupations. 

We may sum up by saying that the rapid increasf in popular 
tion accompanied by corresponding development of industnw, the 
break up by the joint families and these factors aided by the laws 
of inheritance have resulted in the present alarming extent of sub¬ 
division and fragmentation. 

Evils of Sub-division and Fragmentation 

Sub-division of holdings is sometimes justified ou the ground 
that it gives equal chances to all heirs, prevents the creation of 
landless labourers and promotes economic and social stability. It 
gives something to everybody as a start in life. Similarly frag¬ 
mentation is def^nd^'d on the ground that it insures the cultivator 
against vagaries of seasons by enabling him to sow his crops on 
different soils and makes ijossible a more (daborate rotation of 
crops. It is further argued that intensive farming is more suc¬ 
cessful on smaller plots. Paddy cultivation, for instance, is more 
paying if the plots are small. 

But the evils of small and fragmentary holdings are much 
greater than any advantage that may accrue from them. What¬ 
ever little justification sub-division and fragmentation may have, 
it will be at the cost of agricultural efficiency. The social and 
political gains claimed for them are, at their best, negligible as 
compared to the very serious disadvantages which arise from sub¬ 
division and more so from fragmentation. They waste both human 
energy and material resources and retard agricultural’ improve¬ 
ment. The plots arc uneconomic and even the poor equipment 
possessed by the cultivator is not used to the best advantage. Im- 
proveraent.s like sinking wells, fencing, labour-saving devices and 
large-scale production become an impossibility. Besides, standing 
charges being the same on a small as on a large farm, the cost of 
production per unit of produce is higher on a small farm. 

Owing to the smallness of holdings, it may not be considered 
worthwliile to incur some fixed and variable costs. The result is 
bound to'be agricultural inefficiency. Thus in the absence of 
fencing, there will be no protection from the invasion of weeds 
from the neighbouring fields and from the depredation of thieves. 
Crops are also liable to be damaged by cattle straying from the 
neighbouring fields. An enterprising and progressive cultivator 
will thus find it impossible to translate his ideas into practice. 

Small holdings, arising out of continued sub-division, consti¬ 
tute the most formidable difficulty in the way of mechanising 
Indian agriculture. 

Commercial farming is not practicable on smaU 
Itqld^gs. The expense per acre rises and the return per man de- 
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creases as the size of a holding decreases. Standard of living can¬ 
not rise in ease of a deficit economy. 

Apart from these, fragmentation has some additional draw¬ 
backs. It has been estimated that in Punjab, 6% of land is 
wasted on account of fragments being too small and additional 
10% is lost to cultivation on boundaries needed to separate these 
fragments. '*There is thus a large loss of land resources. 

Also, fragmentation results in greater expenditure of capital 
and labour. Mr. Misra’s inriuiry in U.P. revealed that the expendi¬ 
ture on cultivation increases by 5.3% for every 500 metres of 
distance for manual labour and ploughing by 20% to 35% for 
transport of manure and by 15% to 32% for transport of crops. 
It is in these ways that fragmentation adds to the cost of culti¬ 
vation. 

Moreover, fragmentation causes great waste of time, labour 
and cattle power in going from village site to the fields and from 
one fragment of holding to another. In order to save time, the 
farmer takes short-cuts Ihrougli other people’s lands. Apart from 
damage to crops, it leads to quarrels and disputes about boundaries 
which may result in costly litigation. 

Moreover, in the case of excessive fragmentation irrigation, 
becomes almost impossible because water can only be taken 
through channels crossing otlicr people’s fields. This becomes an¬ 
other c.iuse of much disharmon 7 ,^ and bad blood among the village 
folk. 

Fragmentation of holdings renders it impossible for the culti¬ 
vator to stay at the farm. Thus personal supervision is not out 
of the question. lie must reside in the village and keep his cattle 
too there. This means not only insanitatioii in the village but 
great loss of valuable farmyard manure. ' 

Dr. Mann has thus summed up the disadvantages: Fragmen¬ 
tation “destroys enterprise, results in an enormous wastage of 
labour, leads to very large loss of land owing to boundaries, and 
makes it impossible to cultivate holdings as intensively as would 
otherwise be possible.” 

Remedies . 

Three kinds of remedies have been proposed to meet the evil: 
(i) those which create economic holdings; (ii) those which pre¬ 
vent fresh fragmentation; and (iii) enlargement of existing hold¬ 
ings. They are: 

(i) Cr^tion of Economic Holdings. This may be done either 
(a) by socialization of all land and then its cultivation on the 
principle of collective farming as in the ILS.S.R. Or 

• (b) By pooling land and cultivating it on the co-operative or 
jijnt management principle while keeping private property in 
land intact. Or 
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(c) By the St&te advaaeiii^ inonAy, as m Italy, and fcflciiig 
over oM mortgage to promote eeonomic holdi^. The number of 
uneconomic holding is A’^ery large in India and the sentiment in 
favour of ownership very strong. Land mortgage and co-opera¬ 
tive banks can, however, help in this direction. 

(ii) Preservation of Economic Holdings. After economic 
holdings have been created in any of the above metMods, it will 
be necessary to prevent their sub-division. This may be done in 
the following ways:— 

(a) By changing the laws of inheritance and adopting the law 
of primogeniture so that landed property will pass on to the eldest 
son. But vocations will have to be found for the younger sons 
otherwise a large landless class will result. Moreover, religious 
sentiment will be a big hurdle in the wa>. 

(b) By making a holding impartible after it has reached a 
certain size. In EgyjJt, “Although the land is nominally divided 
amongst the heirs, it is actually left in the hands of one to <*ulti- 
A'ate on behalf of the whole number or may be handed to trustees 
to manage for all.’” Mr. Keatinge suggested gmng to the right¬ 
holder of an economic holding power to register it as such after 
which the holding would become imT)artible. 

(c) By consolidating existing fragmented holdings, as is being 
done in the States. Punjab has shown marked success in this 
respect, 

(d) By CO oj)erative farming and joint cultivation, which have 
been fruitlul in other countries. Experiments have begun in India, 
too, particularly on newly reclaimed lands in UP. 

Legislation has been enacted in almost all states to restrain 
tendency to sub-division and fragmentation by regulating trans¬ 
fers, partitions and leases. 

(iii) Enlargement of Existing Holdings. This is being done 
by fixing of maximum size of the holdings. By imposing a ceiling 
or upper limit, the excess of land area over this limit will be able 
for raising the size of the uneconomic holdings. The lower limit 
will prevent the holdings from falling below the bare minimum. 

Tl\e other remedies are: 

(iv) Consolidation of holdings and 

(v) Co-operative Farming. 

These we discuss below. 

It must not be forgotten that there arc great difficulties in the 
way of preventing sub-division and of creating economic holdings. 
So far consolidation seems to be the only practical policy. 

Consolidation of Holdings 

“The only measure that appears to promise relief”, wyote the 


X. Agricultural Commission Beport, p. 133. 
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RoyAl Commission on Agriculture, “from the evils that arise from 
fragmentation of yight-holders’ holdings is consolidation of hold¬ 
ings. By this process, all the land of one holder may be formed 
into one plot only, or in a few plots,” 

Consolidation is now going on in all Indian States. The 
methods adopted vary considerably. In Madhya Pradesh and 
J. & K., tHe legislation permits the Oovernment to exercise partial 
compulsion on a minority of landholders when a number desire 
consolidation. In U.P. a scheme of compulsory consolidation has 
been put into operation in 2 districts. Generally the scheme is 
handled by co-operative societies in the Punjab and U.P. Else¬ 
where it is a part of State plans. In the Punjab, the Consolida¬ 
tion of Holdings Act, 1936, allowed compulsion to be used if a 
stubborn minority stood in the way. But consolidation has not 
been so successful in other parts of India as in the Punjab where 
it is facilitated by comparative homogeneity of soil and by simpli¬ 
city of tenure.^ Punjab has the largest number of co-operative 
societie.s for consolidation, being 1,336 in 1951-52. U.P. comes 
next with 518, Madras has only 20. The co-operative societies 
consolidated no less than 7 lakh acres in the Punjab over a period 
of 30 years. 

lioth the First and Reeond Five-Year Plans have emphasised 
tlie need for the consolidation of holdings. The State Plans for 
the Second Plan period include a provision of Rs. 450 lakhs and 
the targ(‘t fixed is 360 lakh acres. Since consolidation work can¬ 
not be started all at once o^cr the,entire area, the Second Plan 
recommended that it should first be introduced in selected areas. 
These include areas: (i) which are likely to come under irrigation, 
(ii) which arc already being irrigated or have adequate rainfall 
and (iii) National Exten.sion and Community Project areas. By 
the end of the Second Plan, consolidation operations were complet¬ 
ed over 30 million acres. The target for the Third P'an is 3.13 
million acres. During the first two years of the Plan about 1.46 
erore acres were consolidated and at the end^ of 1962-63, consoli¬ 
dation work was in progress over nearly 80‘lakh acres. Of the 
4.40 erore acres consolidated so far, 1.96 erore acres were con¬ 
solidated in Punjab, 1.3 erore in Uttar Pradesh, 45 lakhs in 
Madhya Prafksh, 36 lakli acres in Rajasthan and 28 lakh acres in 
Maharashtra. 

It is encouraging to see that the average cultivator has now 
started realising the benefit of consolidation and, over the greater 
jmrt of the country, needs no persuasion for adopting it. Con¬ 
solidation of holdings, in spite of several malpractices that have 
been associated with it, has been perha]>s the most popular agri¬ 
cultural measure in recent years in the Punjab. 

It has, however, to be admitted that the progress of consolida¬ 
tion has been very slow indeed. Only in the Punjab almost the 
entire area sown has been consolidated, elsewhere the progress 


1. nu,, », tS9. 
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has been disappointing. For instance in TJ.P. one-fifth of the sown 
area and in Madhya Pradesh and Rajasthan one-tenth and in 
other States it works out less than 4% of the total area sown in 
each State. There are two States, M^ras and Kerala, where no 
legislation for consolidation and prevention of fragmentation has 
been enacted so far. In Assam, Jammu and Kashmir, Orissa and 
Bengal, though the necessary legislation has been enacted, but no 
steps have been taken for its implementation. 

Benefita. Consolidation saves time and labour, facilitates 
improvement of land through irrigation and dry farming practices, 
gives an opportunity for replanning individual holdings as well 
as the village abadi and for providing various amenities like play¬ 
grounds, schools, hospitals, etc. As a result of consolidation there 
is a reduction in the number of plots. Roads have been straight¬ 
ened. Land has been reserved for schools and for other common 
purposes. Litigation has decreased. 

There are several difficulties in the way, e.g., (a) Conservat¬ 
ism and sentimental attachment to ancestral lands, (b) Lack of 
proper records of rights in some areas, (c) Technical nature of 
the work, (d) Finance, (e) Lack of co-operation of zamindars, 
anti-propaganda by unsocial elements. But these difficulties are 
bding steadily overcome. 

Methods to Check Fragmentation after Consolidation. When 
the land is once consolidated the following measures are necessary 
to check further fragmentation:— 

(a) Fixing a minimum limit of holding. In 35 States, legisla¬ 
tive measures have been adopted to prevent excessive fragmenta¬ 
tion or sub-division. In Madhya Pradesh, a minimum limit of 35 
acres has been fixed in the Madhya Bharat area, and 5 acrok in 
Bhopal area. In the former Vindhya Pradesh area, 5 acres have 
been prescribed as the minimum limit for irrigated land and 30 
acres for dry land. The minimum in the former Hyderabad Stale 
area of Andhra Pradesh is 4 to GO acres, acres in Uttar "Pradesh 
and 8 standard acres* in Delhi. In U.P., if a holding of less than 
the prescribed size is to be split, the court shall arrange its sale 
rather than allow partition. 

(b) To cheek transfer of fragments unless they are merged in 
contiguous plots. 

(e) To prohibit sub-division without permission of Govern¬ 
ment, 

« 

These steps are very essential if the entire work of consolida¬ 
tion is not to be undone in the course of one generation. 

Collective Fanning 

Consolidation of holdings at its best is only a palliative and 
not a complete solution. If a small holding is consolidated lAnd 
is prevented from fragmentation again, it still remains a sinali 
holding. If its size is below the economic level, there will still 
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be waste of labour aad capital. Agricultural efficiency is bound 
to suffer. One solution—rather a revolutionary solution—is to 
abolish private ownership in land altogether. It has been suggest¬ 
ed that all land should be nationalized and cultivated in large 
units with the help of the latest scientific implements and the 
work^s should get a return according to their needs or according 
to the quantity or quality of work done. Land and farm equip¬ 
ment should be pooled together once and for all and no individual 
rights in these are to be recognised subsequently. This is called 
“collective farming”. This is what has been done in the Kol¬ 
khozes in Soviet Eussia. 

Such a change would be too revolutionary in the present social 
organisation of the country. Both religion and custom recognize 
private property in land and the desire for its possession is too 
deep-seated in the peasant's mind to be rooted out. Besides, socia¬ 
lization of land is not possible unless all other forms of capital 
are also treated in the same way. Henc<‘ the Russian experiment 
will not suit the country under present conditions. This must be 
ruled out as impracticable. 

Co-operative Farming 

Co-operative farming has been a subject of acute controversy 
since passing of the Nagpur Resolution about it in A.T.C.C. Session 
in January, 1959. Some of ^he big guns have boomed on both 
sides. C^o-operative farming is a compromise Ixdween collective 
farming on the one hand and peasant-proprietorship on the other. 
It can give the advantages of large-scale farming without abolish¬ 
ing private property. The proprietors form co-operative farming 
societies. The land is pooled for purposes of cultivation but 
individual rights are maintained. Mechanized operations with 
State-owned or co-operativ(‘ly purchased machinery thus become 
possible. Payment is made according to work and separate' re¬ 
muneration is given for ownership rights. In a full-fledged co¬ 
operative society, the members plough lands together, irrigate and 
harvest together, arrange for the marketing of their produce to¬ 
gether and carry on together some rural industries in their spare 
time, and so on. 

Co-operative farming of some kind is the most important re- 
■•qnisite of agricultural efficiency in India. The United Nations 
Report on Rural Progress Through Co-operatives, has emphasised 
that “co-operative farming ideally fits into the sy.stem of reorient- 
aied land tenures iu an under-developed country determined to 
achieve economic development through democratic means.” The 
co-operative principle has been tried in India piece-meal in the 
problems of credit, marketing, ete. The results, with a few excep¬ 
tions, have not been appreciable. The main trouble has been 
poverty and illiteracy of the members. Co-operative activity 
e^Is for self-help and mutual trust. Moreover, it needs the right 
kind of leadership from among the people. 
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Case for Co-operative Fennla^ 

Perhapfs the most serious defect in Indian agriculture, which 
is responsible for low yields, is the small and uneconomic size of 
the holdings. The result of the consequent inefficient cultivation 
is the poverty of the agricultural masses. Unless the unit of culti¬ 
vation is enlarged, wc cannot hope to raise the jmoductivity 
of land both for feeding the population and for providing agricul¬ 
tural raw materials to our main industries. Co-operative farming 
is the best and the most suitable to all the methods of enlarging 
the unit of cultivation. The other alternatives are: (I) Acquisi¬ 
tion of small holdings by the State and converting them into State 
farms in'which the former landholders work as labourers and (3) 
Large landholders acquire the lands of small holders, the latter 
working thereafter as labourers. Both these alternatives obvious¬ 
ly are neitlioi desirable nor practicable. Also neither consolida¬ 
tion of holdings nor redistribution of land made available by im¬ 
position of ceilings offers to increase the size of holdings. Hence 
co-operative farming is the only suitable solution. 

Besides, there are several distinct and positive benefits which 
co-oi)erative farming confers. Available cultivable land will be 
better utilised. It has been estimated that 50 lakh acres of addi¬ 
tional land will become available for cultivation simply from the 
removal of existing boundaries. With the enlargement of the unit 
of cultivation, all tlie economies of large-scale production become 
available—financial resources will be larger, with hotter finance, 
better implements or even tractors, deep plough, etc., can be used; 
and s<*eds of improved variety and manures and fertilizers can be 
arranged. Better irrigation faeilities can also become available 
either through sinking wells or even tubff-wells or by in¬ 
stalling pumping sets. Big farms will ensure better utilisa¬ 
tion of capital resour(*es like bullocks, agricultural implements, 
irrigation faeilities, etc. These farms will al.so be able to avail 
of «<*ientifie research and technical assistance much more than the 
small and scattered farms can do. They can introduce dtop plan¬ 
ning. Tt will be easy to collect statistics. Co-operation will help 
to i>romote social .sense, community spirit, strong democratic sense 
and a feeling of security. Tt avoids the tendency to drab uniform¬ 
ity, regimentation and bureaucratisation which characterise State 
socialism. It is thus a golden mean between capitalism and social¬ 
ism. Produce will be marketed at more favourable prices. There 
will also be economy in manpower, i.e., fewer hands will be need¬ 
ed for cultivation. Small farms are not able to provide optimum 
use of manpower in rural areas. Besides, co-operative farming 
will induce the landle.ss labourers to nut in their best effort as 
they acquire interest in the results of farming. Guidance Jfrom 
Government agricultural and other departments will be available 
to a much greater extent than is possible in the case of a very 
large number of small holders. Besides, cottage and smalJ-fieale 
industries can be organised for the members in the oft-seasons a*«l 
in their spare^ time. In short, eo-operative farming will ehmapi 
the entire social, economic and cultural life of the people. 



THE UNIT Ot CULTIVATION . 107 

Mt. H«&erik F. IMeld in bis book Oo^poraliive Cka&miuiities 
tX Work says: '‘In Soviet Russia, in Mexico, in Palestine, the co¬ 
operative farming has been effective in introducing the more ad¬ 
vanced farming methods into the former backward rural areas. 
By pooling resources, peasants have availed themselves of the 
advantages of large-scale farming and have thereby increased 
productioi and raised the standard of living. Those co-operatives 
have brought medical care, improvement in diet and more decent 
and sanitary housing to the people who formerly lived in dirt and 
squalor, suffering from malnutrition or other diseases of poverty. 
Destitute farm-folk, as full-fledged members of a co-operative 
group, have acquired, for the first time in their Jives, a sense of 
economic and social security. In fostering participation in the 
art, literature and social progress, the system has finally helped to 
redress the most distressing evil of rural existence, the idiocy of 
village life ’’ 

Case Against Co-operative Farming 

But the gospel of co-operative farming has not received a 
ready reception in India Objections have been put forWhrd both 
on the grounds of theoretical economics and practical polities 
The following are some of these objections:— 

(il It lias been said that co-operative farming will offeild 
against the sentiment of landownership, deep-rooted in India. 
The owniership on paper will not satisfy the Indian peasant when 
the land has practically gont out of his hands and put in a com¬ 
mon pool. It may be replied however that since introduction of 
co-operative farmi^ is to be voluntary and not compulsory, the 
Indian peasant ^Ai^ave reconciled himself to the new situation 
considering the pomtlve advantages that will follow from co-opera¬ 
tive farming. 

(ii) Loss of initiative and incentive on the part of the farmer 
is anotlu‘r fear It is said that everybody’s business is nobody’s 
business.. When the fanning is joint why should any particular 
member of the farming society take keen interest? In no ease 
can the interest be as keen as if the business wa.s entirely and ex¬ 
clusively his own. But the answer is; Is the farmer a ‘free man’ 
today? The agricultural labourer is practically a serf, a tenant 
is at the mercy of the landlord and small peasant is in the clutches 
of tin* moneylender. If the peasant-proprietor had been a pros¬ 
perous person, the objection would bo valid But be is not. That 
in fact is the reason why co-operative farming is being advocated. 

(iii) Another objection arises from practical difficulties.. Are 
capable and conscientious persons available to manage co-operativ;? 
farms? Not many of them. A mismanaged co-operative business 
will *be much worse than individual business. It will lose the 
benefit of individual proprietorship without gaining the benefit of 
co-operative enterprise. But let us not place the cart before the 
horse. There must be co-operat ve farms and then gradually 
trained and efficient personnel will no doubt emerge. Training 
must precede the formation of co-operative farming societies. 
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(iv) There is a dang-er in the establishment of eo-operative 
farms. Co-operative farming will involve some degree of mecha¬ 
nisation of agriculture. But mechanisation will not suit the pre¬ 
sent Indian conditions since we have already surplus labour on 
land. Mechanisation will render superfluous same labour employ¬ 
ed at present on land. There is thus the danger of unemployment 
or under-employment increasing in India. This is a legitimate 
fear. But in course of lime co-operative farming may create more 
employment. It is expected that small and cottage industries 
allied to agriculture will be developed which will absorb surplus 
agricultural labour. Co-operative farming on a large scale will 
be accompanied by the establishment of a chain of service coopera¬ 
tives and technical improvements. This will no doubt impart a 
measure of dynamism to our rural sector. It is thus expected that 
fresh avenues of employment will be opened up. 

(v) Diflieulties will also arise in the determination and distri¬ 
bution of profits and wages in joint farming, llow to distinguish 
between heavy work and light work? It will not be fair to pay 
all worker.s alike. There might be favouritism and nepotism. 
These arc however administrative difficulties only and are not 
insurmountable. Difficultic's arising out of the shortcomings of 
Iiudian character eanuot be altogether avoided in any field, econo¬ 
mic or political. They have to be faced and to some extent ignor¬ 
ed in consideration of positive gains expected from a neiv experi¬ 
ment, 

(vi) It is also pointed oul that small holdings have a larger 
yield and must therefore be encouraged and not eliminated by the 
introduction of co-operative farming. But it may be true else¬ 
where, it is not true in India. Our small holdings are notoriously 
uneconomic and the sooner thej- disappear the better it i^ for all 
concerned. 

Considering all proa and cons, there seems to be a good ground 
for boldly launching the experiments of co-operative farming if 
we want to get rid of the various ills from which our agriculture 
is suffering. 

Measures for Promoting Co-operative Farming 

Education and propaganda will break tlie individualistic 
spirit, remove indifference and create an urge for improvement. 
The successful working of the pioneer co-operative fanning socie¬ 
ties will he a still better recommendation. Several concessions 
and inducements can be offered by the Government to such socie¬ 
ties, e.g., rebate in land revenue and irrigation, duty, control of 
village common lands, priority in irrigation, preference in the 
matter of supplies, finance, technical assistance, marketing, etc. 
Element of compuLsion can be introduced in legislation for over¬ 
coming opposition of unthinking minority. 

Experiments in different parts of India, however, show thaife^ 
there is a vast scope for co-operative fanning and^t is generally 
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agreed that co-operative farming should be developed as rapidly 
as possible. Millions of acres of culturable waste land are in the 
process of being reclaimed. In almost all States new settlements 
on co-operative pattern are being founded. 

The role of co-operative farming in the reconstruction of the 
rural economy was stressed both in the First and the Second Plan, 
The main task during the Second Five-Year Plan was to take such 
steps as would give a sound foundation for co-operative farming. 
It is intended that in about ten years a large part of the agricul¬ 
tural land is cultivated eo-operatively. The suggestions made in 
the Plan were: (1) to undertake pilot projects in co-operative 
farming all over the country to evolve better methods of man¬ 
agement and organisation. (2) Areas becoming surplus on im¬ 
position of ceilings to be settled along co-operative lines. (3) 
Farms smaller than basic holdings to be pooled and brought into 
co-operatives. (4) Groups of persons to be encouraged to form co¬ 
operative farming societies. 

Genuine co-operative farming societies should be helped by:— 

(a) credit and financial assistance from Government and co¬ 
operative agencies; (b) supply of improved seeds, fertilkers, and 
material for construction; (c) facilities for coiibolidation of lands; 
(d) preference in the grant of leases of reclaimed lands, cultur- 
able waste lands, Panchayat and Government lands for forming 
co-operatives; (e) no adverse rights to land to be recognized so 
long as a co-operative farming society exists and works according 
to law; (f) technical assistance of experts in farming, marketing 
and i)roduction programmes; (g) technical and money assistance 
to members in developing cottage industries, dairying, horticul¬ 
ture, etc.; and (h) subsidy for managing expenses for a limited 
period. * 

Joint farming will also be possible in area^ where multi- 
jmrpose ^ river schemes are being introduced and where zamin- 
dari is abolished. All these areas, however, form only a small 
portion of the total arable land. Most of it is already in the hands 
of private proprietors whose holdings are small, fragmented and 
uneconomical. It is here that some form of co-operation is most 
needed and the ultimate benefits will be most evident. 

The Working Group (Nijalingappa C’oramittee) on co-opera¬ 
tive farming in its report released in February 1960 pointed out 
that the development of co-operative farming in the country so 
far had been sporadic and haphazard. According to this group, 
the difficulties in the expansion of co-operative farming arise from 
a lack of proper appreciation of the subject in all quarters. The 
average farmer is afraid of reduction in his income; majority of 
oflScial functionaries are not particularly helpful; administrative 
arrangements, laws and procedures goveruing financial assistance 
are often unsuited to the needs and financial agencies are hesitant 
in advancing loans to such societies. 
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The group is of the opinion that co-operative farming can he 
a success in India but lot of preparatory work is essential to create 
a favourable climate for the purpose. The development of co¬ 
operative fanning cannot be regarded as a series of isolated ex¬ 
periments or projects. A radical change in the structure of 
society and the organisation of economic activity on 6fi>-operative 
lines can be brought about by generating correspondingly power¬ 
ful social forces; the jireparatory steps include preparing the peo¬ 
ple by the process of education for understanding joint activity 
through self-governing institutions like Panehayats and through 
the widening of co-operative effort in general. As the village Pan- 
chayats gain in power and effectiveness and as the coverage and 
sco[>e of service co-operatives are progressively increased, a suit¬ 
able atmosphere wi)l be created for transition to co-operative joint 
fanning on a large scale. 

According to the report of the Working Group, the Societies 
organised by influential persons to secure allotment of land did 
not generally succeed in production, nor were the societies started 
for ameliorating the conditions of backward classes or landless 
workers. The societies of absentee landlords did increase produc¬ 
tion but siuce we are concerned with distribution also, such socie¬ 
ties cannot be also regarded as satisfactory. Societies of large 
owners also did not realise any extra economics. But the Wf)rk- 
iiig Group found that substantial increase in production was 
achieved by societies where overwhelming majority of workers 
participated in farm operations with a view to increasing the 
yield. Such successful societies have developed techniques of 
crop planning and execution. They have been able to irrigate 
larger area, with the same availability of water, and were able 
to increase agricultural operations with the same manpower and 
cultivated more area per i)air of bullocks, and so on. 

Here are some recommendations of the Working Group. A 
National Institute of Co-operative Farming should be established 
to conduct training and reorientation courses and carry out re¬ 
search. The organisation of co-operative societies should be on 
a voluntary basis. The period for pooling land should be five 
years with the permission for a member to withdraw. The return 
for land should be paid not out of the gross produce and of farm 
business income. For other pooled resources like cattle iinple- 
mynts, etc., interest should be paid on their value at agr<‘cd rate. 
The Managing Committee should be entirely elected without any 
government nominee and the general body should be supreme in 
regard to production, development, employment, subsidiary indus¬ 
tries, etc. There should be an independent assessment committee 
to review and check up the work. There should be adequate safe¬ 
guards in the organisation of societies against misappropriation of 
funds. A substantial part of the net profit should go to the mem¬ 
bers in the form of bonus for work and only 10% should gQ to t^e 
reserve fund and 15% to the development fund. Small farilMI 
shoitld be operated as one unit and the bigger ones split up into 
blOfqlpBi to be cultivated by groups of members. The difference in 
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skill and ability in the members should be properly eraluated and 
fairly recorded. The surplus manpower should be absorbed in 
cottage, smalbseale and village industries set up in the villages. 
As for finance, greater reliance should be placed on co-operative 
central financing agencies. Long and medium-term finance should 
bo provided by the land mortgage banks on the security of laud. 
The short-ftrm finanee should be provided by central financing 
agencies, repaying capacity rather than tangible security being 
the guiding principle. Government participation in share control 
has been recommended for strengthening the society's share capi¬ 
tal. Financial assistance is to be readily made available to such 
societies under various schemes sueb as Grow More Food cam¬ 
paign, Subsidy for managerial cost may also be sanctioned on a 
graded scale for three years. 

Progress of Co-operative Farming A 

Till the end of 1963, 180 pilot were started and 1,200 

co-operative farming societies orgamsM, which had a membersbip 
of 24,(X)0 and held an area of 151,000 acres. An additional 1,150 
societies were organised outside the pilot project areas with a 
total membership of 22,800 and an area of 1,50,000 acres. ^ 

The National ('o-operative Farming Advisory Board has been 
set up for jdanning Jind promoting the programme of co-operative 
farming. Also, advisory boards or special committees of the State 
Go-operative (^)nncils have been brought into being for the pur¬ 
pose, The Third Plan lays down that preference sliould be given 
to eo-ojx'rative farming societies in the grant of lands reclaimed 
by Governmeut or panehayats and in the settlement of lands ac¬ 
quired in consequence of the application of ceilings. 

An analysis of the progress made in the States shows that 
IT.P. is leading in the organization of farming societies in the pilot 
areas. In P.P. 284 pilot soeieties have been formed holding to¬ 
gether ab< 4 >it 26,000 acres of land. The membership of these 
societies is about 5,000. This indicates that farmers with an ave¬ 
rage per capita acreage of just over 5 acres have come together. 

Next to IT.P., Maharashtra has organized 136 pilot project so¬ 
cieties, pooling an area of over 15,000 acres. Punjab has set up 
79 soeieties covering 6,000 acres, Mysore 104 societies with 10,400 
acres and Madhya Pradesh 72 soeieties with over 14,700 acres. 
Madras has organized 47 societies, Bajasthan 44, Orissa 31, Kerala 
33, Gujarat 24, Biliar 26, West Bengal 19, Andhra Pradesh 16, 
Assam 8 and .Tamrau and Kashmir 10. 

The programme of co-operative farming in the Third Plan 
period envisages'Organisation of 320 carefully planned pilot pro-' 
jiMJts of eo-operative farming at tl e rate of one per district in 
selected community development blocks. Each project will con-^ 
sist of 10 co-operative farming societies. These projects are 
intended to serve as catalytic agents for further expansion and it 
hs expected that about 4,000 societies would come into being out¬ 
side the pflot areas. 
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A National Co-operative Farming Board has been set up for 
planning and promoting the programme of co-operative 
on voluntary basis. The object is to ensure effective supervision 
and guidance and periodical review of the programme. The States 
have also set up advisory boards of their own. 

Ceilings on Land Holdings 

Types of Land Ceilings. That there should be an upper limit 
(a ceiling) on individual land holdings has recently become an 
important issue of the day in the sphere of land policy in India. 
A land ceiling has two aspects, namely, (i) ceilbig on fntnre 
acquisition, and (ii) ceiling on existing holdings. 

Land Ceilings Legislation. Most of the States have already 
imposed ceilings of the first type, i.e., on future acquisition of 
land. For example, in U.P. it has been put at 12^ acres, in Punjab 
30 standard acres, West Bengal 25 acres, Jammu and Kashmir 22^ 
acres, Rajasthan 30 irrigated acres or 90 dry acres, Delhi 30 stan¬ 
dard acres, Assam 50 acres, Andhra Pradesh (Telangana area) 12 
to 180 acres, Bombay: former Bombay area 11 to 48 acres, 
Marathawada area 12 to 180 acres, Saurashtra area 60 to 120 acres, 
• Vidarbha area 21 to 120 acres, and in Mysore at 18 standard 
acres. 

Legislation imposing ceiling on existing holdings has also been 
passed in several States, e.g., Punjab (Pepsu area) 30 standard 
adores, Rajasthan (Ajmer area) 50 acres, Jammu and Kashmir 22| 
acres, Bombay (Marathawada area) 18 to 270 acres, Vidarbha area 
42 to 240 acres, Assam 50 acres, Andhra (Telangana area) 18 to 
270 acres, West Bengal 25 acres, Himachal Pradesh 30 acres, and 
in Mysore at 27 standard acres. According to recent legislation 
(August 1963) in Kerala, the ceiling has been fixed at T5 acres for 
a five-member family. 

As regards the implementation of legislation for^the imposi¬ 
tion of ceilings on existing holdings, it has been completed in 
Jammu and Kashmir where 4.5 lakh acres have been distributed. 
In West Bengal, the State Government have come into the posses¬ 
sion of 5.24 lakh acres which is being leased out to landless work¬ 
ers. In Uttar Pradesh, 1.40 lakh acres have been declared surplus 
of which 24,000 acres have been distributed. More area will be¬ 
come available as implementation proceeds. In other States the 
implementation is in different stages. 

There can be another type of land ceiling also, viz., a limit on 
the land which may be resumed by the land-owner from tenants 
for personal cultivation. For example, in the area of former State 
of Bombay a landlord can resume one-half of the area provided 
that together with the land held under his personal cultivation 
does not exceed three economic holdings (12 to 48 acres); in 
Jammu and Kashmir the limit resumption of land for personal 
cultivation is in the Kashmir Province 2 acres of wet land 
4 acres of dry land; in the Punjab up to 30 standard acres. 



THE UNIT OP CULTIVATION 118 

and of OeOiagM. Oiling on existing holdings 

have been or are proposed to be fixed either in teroui of area or 
net ananal income from land. As many as 15 States have fixed 
or propose to fix the ceiling in terms of area while Maharashtra, 
Cbjarat, Andhra Pradesh apd Mysore have propc^d determina¬ 
tion of eeilings in terms of income. For example, in Andhra Pra¬ 
desh, the* proposed ceiling area is to provide a net income of 
Bs. 5,400 per year for a family of five members, and there is a 
provision for an additional net income of Rs. 1,2(^ for each mem¬ 
ber in excess of five. In Mysore, Gujarat and Maharashtra, the 
ceiling area is proposed to that extent of land which will yield 
a net income of Rs. 3,60Q per year* 

In States where ceilings are laid down or proposed to be laid 
down in terau of area; generally throe methods have been adopted 
in order to take into account the differences in the quality of land. 
In some States (e.g., Punjab, Rajasthan, M.P., Orissa, Madras) the 
concept of ‘*8tand^d acre” has been adopted; in others separate 
ceiling is proposed for specified class of land (e.g., in Bihar and 
Kerala) and in still others the ceiling area is determined on the 
basis of laud revenue or rent (e.g., in IT.P. and Himachal Pradesh). 

Basis and Method of Payment of Compensation. Tlie basiti 
for determining the compensation payable in some States is land 
revenue assessment, in some others, it is the net income derived 
from tin* land and, in a few, it is the rent payable on the land. 

Distribution of Surplus Lands. The Second Five-Year Plan 
laid down that tenants displaced as a result of resumption of land 
by the landlords for personal cultivation, farmers with uneconomic 
holdings and landless workers should receive preference in the 
allotment of land and that such allotments should be made, as far 
as possible, for cultivation on a co-operative basis. 

Accordingly, in six States tenants in occupation of the land 
and displaced tenants get first priority, in five States, co-operative 
farm is given top priority, and a few States have not specified the 
priority list. 

Exemptions from Oeiliags. The Planning Commission has re- 
commejided the following categories of farms to be exempted from 
the purview of ceiling: (1) composite enterprises such as tea, coffee 
and rubber plantations; (2) orchards of (‘ompaet areas; (3) special¬ 
ised farms engaged in cattle-breeding, dairying, wool-raising, etc.; 
(4) efficiently managed farms consisting of compact blocks; (5^ 
sugarcane farms oi^rated by sugar factories. The exemptions 
have been borne in mind in framing ceilings legislation. Some 
States have exempted co-operative so(‘ieties and Dramdau and 
Bh oodaap lands from the purview of ceilings. 

In January 1959, at the A.I.C,C. session held in Nagpur a reso¬ 
lution on land policy was passed, which required all State Goveam- 
mmits to pass legislatioa imposing eeilings on land; holdings. Ac¬ 
cordingly, during the last year or so legislation for the imposi¬ 
tion of eeiHngs on holdSEgs (or both tyt^) has been undertaken 
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alsio 9 t In ftll those States which had not yet done ao. The xnidn 
features of sueh legislation have been given above. 

Although most of the States have passed legislation fixing ceil* 
ings on land holdings, implementation has been disappointin^y 
flow. The delay in implementation seems to be defeating the very 
purpose of ceilings. There are of course administrative difficul¬ 
ties in implementing legislation, but mainly the delay is due to the 
fact that States have mental reservations in respect of this import¬ 
ant land reform measure. In fact, some shrewd observers have 
gone to the extent of saying that the delay in enacting and imple¬ 
menting ceilings legislation is as if a timely notice to landlords so 
that they may find some loophbles in th^'legislation and make use 
of them in transferring their lands. Such a statement may appear 
to be too critical, but it cannot be denied that provisions against 
transfer and partitions made in the ceiling legislation have been 
so defective in most of the States that there have been large-scale 
benmni transfers and changes of tenancy. 

The questions of compensation and exemptions from ceilings 
also present some difficulties. The quantum of compensation and 
the mode of its payment should bC so fixed as would be fair to 
both the old owners and the new allottees. As for exemptions, 
there is a feeling’that in some States tliese cover vast areas wliich 
should not have been exempted. 

Case for Laud Oeilings 

The main purpose of laud ceilings is to bring about a wider 
and equal ownership and use of land than what exist at present. 
In other words, more people should own and use land, and smaller 
holders and cultivators should have more of it The following 
advantages may be expected to follow the adoptioir of land 
ceilings: 

(1) It will serve to lift up the sue of the very pretty holdings 
to a basic minimum and will thus ensure fuller employment of agri¬ 
cultural population. The distr^utioii of the land in exeess of the 
prescribed ceiling among the landless and the poor peasants will 
provide then! with some or more land and thus afford greater 
employment. The problem of landless labourers has long been 
felt, but nothing practical has been done to improve their condi¬ 
tion. However, a ceiling on holdings will go a long way towards 
ameliorating their condition by giving them land, 

(2) When the landless and the land-poor own the land on 
which they now work as wage workers or tenants, they will have 
greater hueentive to improve the productivity of land. They would 
have now no fear of exploitation by the landlords. The proverbial 
**]smgic of ownership that turns even sand into gold'* will thus 
come into evidence. 

(3) Wider and more equalitarian distribution of land^, based- 
on proper fixation of ceilings, would pave the way fw ^ aolilirwit*' 

saeikt^of a socialistio pattern of society, which has been adopted 

>» ' 
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as the g«>al ol ottr society. This it wiU do by reducing disparities 
in income and 'srealth in the rural sector of our economy and thus 
ensure social and economic justice for the bulk of the rural popu* 
lation. By thus bridging the gulf between the Waves’ and the 
*haTe-uotB', the right psyvdiok^fioal atmosphere so essential for 
greater production and general progress in the rural economy 
would be^ created. 

(4) More equal ownership of land thus resulting will fardhtate 
coaMUdation of holding^, since so far big landlords have often 
putmurdles in the way of the schemes of consolidation of holdings. 
Buf-i.as a result of their elimination this obstruction would be 
rentived, 

(5) Ceilings would prepare the way for (XMiperative farming. 
This it will do in two ways: First, a co-operative which includes 
from substantial holders to the landless, or at any rate, very small 
holders, will be more akin to a capitalistic than a co-operative 
enterprise since in such a case the distribution ownership dividend 
would be very unequal. But ceilings, by effecting more redistri¬ 
bution, will promote the development of genuine co-operative 
farming. Second, ceilings on holdings will render some area 
surplus on which beginnings of farming co-operatives can be mad*e. 
In fact, the Government has already declared that the surplus land 
would bo given only to those who adopt co-operative farming. 

(6) When the landless or land-poor come to acquire land, they 
will do their best to reclaim any part of it which may hitherto 
have lain unused. This will result in the extension of the culti¬ 
vated area. 

(7) Ceilings would help tenants. Ceilings on future acquisi¬ 
tions mean that lands with tenants will not be acquired by money¬ 
ed landlords if such acquisitions make their holdings exceed the 
prescribed ceiling. Thus, tenants are not likely to be evicted be¬ 
cause of this restriction. 

Case against Ceilings 

Several objections are, however, raised against the proposal 
for a ceiling on holdings especially on existing holdings. The 
following are the main objections. 

(1) The most serious objection put forward is that ceiling on 
holdings is hardly a solution for the problem of landless hdmur. 
The surplus land so acquired will be utterly inadequate to ex- 
titx'guish the land-hunger of the agricultural masses. An estimate 
of possible surplus lands that would be available on the basis of 
a ceiling of 20 acres per individual owner puts it at 63 million 
acres in the entire country. These surplus lands would hardly 
suffice to give the landless and the land-poor the ridiculously un¬ 
economic holdings of 2 acres each. 

It may, however, be argued that though incapable of complete¬ 
ly solving the problem, it will certainly ease it to some eiteut. 
sho^d it be denied that som^hing is better than nothing? 
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(3) The next ohjeotion raised is that prodaeUan woalit ha 
Adruv^ affaetad. This would happen in two ways. While lare^e 
hol^ugs lend themselves easily to modem seientific cultivation, 
fragmentation caused by ceilings will lower productivity. Second¬ 
ly, land will now come in the hands of those who will not have 
enough resources even for cultivating it. 

On a more careful consideration, we shall find that this objec¬ 
tion does not seem to be valid. Firstly, under tha.prevalent ten¬ 
ancy system a large ovdmad holding does not necessarily m^m a 
large operational unit, and it is on the latter that the economic 
of licale depend. Secondly, even the large farms that are pacsu^- 
ly cultivated are not always found in compact blocks. Thirdly, 
experience suggests that large farms are not always most efiicient- 
ly cultivated. Some of the recent investigations conducted under 
the Farm Management Studies in the country have shown that in 
general tlie smaller farms show a higher yield per acre than the 
larger farms. This is largely because the smaller farms are found 
to be more intensively cultivated. 

Thus, while on the one hand, the ceiling on land ownership 
will not always reduce the unit of operation, on the other hand, 
♦*veu if the size of the operational unit were to be reduced, one 
cannot be sure that productive efficiency would suffer. Fourthly, 
the most important requisite for increased agricultural production 
in India is improved technology—^not tractors and combine- 
harvesters, but simple improvements in method of cultivation, 
better seeds, more and better manures, rotation of crops, pest con¬ 
trols, etc. These improvements do not necessarily call for large 
farms. Lastly, whether production will be adversely affected or 
not by the imposition of ceilings would depend on how the surplus 
land acquired is disjmsed of. Provided the surplus is mot uneco- 
nomically utilised, production need not diminish. 

As against the argument that the small cultivators in whose 
hands surplus lands would come as a result of enforcement of ceil¬ 
ings will not have enough resources to cultivate the land efficiently, 
it may be urged that it is the duty of the State to help them with 
adequate resources through various agencies. 

(3) Further, it has been objected that this reform would mean 
expropriation of private property. It is true that those who are 
advocating land ceilings say that compensation would be paid for 
the excess land taken over from the owners. Bnt, in practice the 
compensation is unreasonably low; so low indeed that practically 
it amounts to expropriation. If fair compensation is paid![ large 
tnaaoial resources beyond the means of th^ State Cknrermmts 
would be needed. 

As against this, it may be argued that the compensatioii 
amount would be collected from those among whom surplus land 
redistributed. 

(4) Ceilings mean limiting rural incomes. TJniformSjy o# 
treatment demands that ceilings on urban inoomes be also imposed. 
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If it k wrong to limit urban ineomes, it is equally wrong to do so 
in respect of rural incomes. 

The advocates of ceilings would, however, return the argu¬ 
ment that ceiling does not mean a limit on income from land, since 
an agriculturist remains free to increase his income by intensive 
cultivation and by taking to subsidiary or secondary occupations. 
Moreover, land is already in a preferred position. For example, 
land is exempt from wealth tax while most other proper^ is not. 
In agriculture rates of tax are abnormally low: land revenue is 
small and more or less proportional tax, while tax rates in o|j||ier 
sectors are high and progressive. Then, sales tax is levied* on 
very few agricultural commodities. Besides, non-agricultural 
sector has to contend against other restrictions such as sanctions 
for output, and sometimes for alloeations for output, price control, 
etc. Ceilings on land may be a counterpart of these in agriculture. 

But above all the overwhelming case for ceilings on land arises 
because land i.s permanently scarce while capital is nqt. And 
whenever a factor is scarce in relation to its demand and its 
quantity cannot be increased, the only alternative is to ration it 
out. 

m 

(5) The acquisition and redistribution of surplus land will 
involve an amount of work far beyond the oapadty of the admixua- 
trative machinery. 

But it may be mentioned that the difficulty may be overcome 
by mobilizing the mass of the peasantry to do the job themselves. 
That is precisely how the redistribution of land was effected in 
China. And that is how, to a considerable extent, the consolida¬ 
tion of holdings is being suceessfullj^ uTulcrtakeii in the Punjab 
at present. 

(6) The land available for redistribution being far too inade¬ 
quate, only a fraction of the landless and land-poor can be resettled 
on it. IC will, therefore, generate bitter social conflict between 
different sections of the rural community, specially among the 
agricultural workers, the tenants-at-will and the small holders, 
each of whom would be a claimant for the surplus land. 

While there is a great deal of force in this criticism, it is not 
as serious as to be allowed to stand in the way of such a desirable 
reform. It should be possible to devise measures to mitigate such 
conflicts of interest, 

(1^ It is feared that ceiling would reduce the marketable sur- 
plUB of agricultural products, since it is the present bigger farmers 
who sell a large proportion of their food grains output. 

But as Asoka Mehta Committee has concluded, it is also the 
big farmers who, because of their greater holding power, hoard 
the stocks and thus reduce the surplus coming to the market. If 
this conclusion is correct, we should expect that ceilings would 
rather effect an improvement in this respect. 



nt * mm dookomios 

OondniioxL The objections to ceilings on land holdinp thni 
appear to be based more on ignorance or prejudice than on sound 
reasoning. Indeed, the imposition of such ceilings and the rcdis^ 
tribution of the surplus land appear to be the next logical steps 
after the abolition of intermediary rights in the re-organization 
of Indian agriculture with a view to imparting to it health and 
vigour. 



c™IX 


The Agriculturist and 
His Equipment 


Agricultural efficiency depends as much upon the economic 
and legal status of the cultivators as upon the type of implements * 
used, the quality of the soil and the size of the holding. Contra¬ 
dictory views have been expressed about the Indian peasant. Dr. 
Voelcker in his able report on agriculture in India admired ^‘the 
careful husbandry combined with hard labour, perseverance and 
fertility of resources of the Indian agriculturist.” The Agricul¬ 
tural Commission also admitted that “in the conditions in which 
the ordinary cultivator works agricultural expei'ts have found it 
no easy matter to suggest improvements.'” 

The truth is that where circumstances are favourable the 
Indian peasant shows resourcefulness. But where rainfall is 
precarious or systems of land tenur<‘ oppressive, these qualities get 
undermined. Generally, hownwer, Indian peasants are below the 
standard of physical and mental fitness found in other countries. 
The causit?s of this backwardness are partly historical and political, 
partly social and climatic. The emphasis laid on one cause is, 
therefore, the result of the writer’s political creed or personal pre¬ 
judices. 

Whatever the causes, no one can deny the fact that the Indian 
cultivator is inferior in h(‘alth and energy to his counterpart in 
‘TJ.K. and U.S^A. He is a prey to a host of diseases. These kill 
many, and undermine the physical efficiency of those who survive. 
Peopljp chronically subject to disease become lethargic. The splu- 
tion of this problem calls for both preventive and curative 
measures. 

With better physical health and with education of the right 
kind the outlook of the villager will change. At present he is 
Qondenmed as i^orant, superstitious, and improvident. It hr said 
that he lacks initiative and has no desire to improve his standard 
of livipg. If he gets larger income due to higher prices, he wastes 
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it OB social ceremonies or litigation. AU these defects are cnrable 
by fight education. In the BHve-Year Plans, a nation>wide eSort 
is being made to better the lot of rural areas through Conununity 
Projects. More fertilizers, better seeds, efficient implements and 
more water are being supplied. Better and more education is 
being provided. As a result records of production of various crops 
are being beaten and better villages are being built. 

We shall now take up some problems facing the Indian farmer. 

Soil Erosion 

^ We have seen that the size of an economic holding is closely 
related to the nature of the soil. Where soil is fertile, a small 
holding will support a family, and where it is inferior, a much 
larger area is needed. Physically the soil should be firm enough 
to hold the roots and soft enough to allow free movement of water. 
Chemically it should contain a balanced quantity of essential salts. 
From the opinions of Dr. Voeleker, the Royal Commission on Agri¬ 
culture, i^ir John Russel and other experts, it is seen that although 
positive data are Jacking, available tests show that Indian soils 

have reached the lowest stage of deterioration. 

« 

Oauset and Extent 

Apart from exhaustion, the soil ma}' deteriorate through ero¬ 
sion, by coming up of injurious salts or through water-logging. 
The surface soil is v^ashed away through excessive rains and floods. 

Soil erosion may occur due to several causes: (i) cutting of 
trees, (ii) removal of vegetation which exposes land to wind and 
rain, (iii) uncontrolled grazing, (iv) cultivation on hill slopes, and 
(v) wind. 

The problem of soil erosion has manifested iteelf mainly in 
U.P., West Bengal and Punjab where a network of ravines has 
been formed through tliis process. Due to heavy rainfall on hill¬ 
sides, soil erosion has also occurred in parts of Bombay and 
Madhya Pradesh. In IT.P., 8 million acres have been lost in this 
way. Only in one district of the Punjab, viz., Hoshiarpur, one 
lakh acres have been rendered unfit for cultivation. Either the 
land has been swept away or it has been covered with sand through 
Roods. Desert.s in Rajasthan covering 50 million acres are also 
being eroded and are creating conditions of soil erosion in nearby 
areas. The Rajasthan desert has been spreading at the rate of 
ab(9Ut half a mile per year for the last 50 years and is encroaching 
upon nearly 50 sq. miles of fertile land every year. Bijapur dis¬ 
trict, three centuries ago, was known as the “Granary of the 
Deccan”, but today is a chronic famine area. This is on account 
of soil erosion caused by wind. Districts of Hissar and Bhatinda 
in the Punjab are examples of this type of soil erosion. XJ.P is 
also suffering in areas bordering Rajasthan. It has been estimatiljd ^ 
thi^ about 2^ million acres of land, that is almost a fourth of the ‘ 
country’s land surface, is suffering from soil erosion. 
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Soil eTOsioH is not peculiar to India. In U.S.A., ^‘millkiiis of 
acres of land which were once onltivated have been destrojed by 
guUying.’” U.8.A. has, however, fought a winning battle. More 
than 3(W million trees have been planted under the programme of 
shelter belts. Experts have been trained to give advice. Thus 
fields once barren are yielding good crops every year. India is 
following the same methods to fight erosiyn of soil. 

OoBsaquenoes 

The harm done by erosion is two-fold: (1) The productivity of 
the soil is greatly reduced by the progressive removal of the nutri¬ 
tive chemicals which lie in the first few inches of the surface, (f) 
Not only is the fertility reduced but the area under cultivation 
also goes on progressively declining on account of soil erosion. 
The formatioh of ravines or heavy deposits of sand reduce the 
area fit for cultivation. 

Bemodial Measures 

The remedies are afforestation and preservation of forests, 
contour bunding, regulation of land use, terracing, gully plug¬ 
ging, check damming, and control of grazing. Digging of con¬ 
tour trenches is useful. Embankments can be built by the eultii 
vators to prevent water from flowing down at great speed. The 
hill torrents (chos) should be trained and made to flow into cer¬ 
tain prepared channels. This will minimise the mischief. A (Vn- 
tral Soil Conservation Board was set up in 1953. Almost all State** 
followed suit. 

Measures against soil erosion i)rovided in the First Plan in¬ 
clude: (i) All-India survey for assessment of the magnitude of 
the problem; (ii) establishment of a Soil (Pnservation Branch at 
the Forest Research Institute, Dehra Dun, to conduct research on 
the various problems connected with soil erosion; (iii) encourage¬ 
ment of the formation of co-operative soil conservation associa¬ 
tions among farmers; (iv) passing of suitable legislation em¬ 
powering State Governments to enforce conservation; (v) desert 
immobilisation scheme to check the advance of the Rajasthan 
desert towards Delhi and TJ.P., hy creating a five-mile vege¬ 
tation belt along its Western border; (vi) setting up of a suitable 
organisation both at the Centre and the States to implement the 
programme. Accordingly, a Central Soil (Conservation Board has 
been set up. It has also been decided to establish six institutes 
for training personnel for soil conservation work. 

Contour bunding and terracing were carried out oyer an area 
of 7 lakh acres during the First Plan and 20 lakh acres during 
the Second Plan, The Third Plan envisages the extension of these 
operations to 110 lakh acres. During the Second Five-Year Plan 
soil conservation work was undertaken over two million acres of 
land in seriously eroded areas. Erosion contrcA programme was 
accompanied by appropriate programmes of education and re- 


1. Wadia and Merehaat —•Our Sconomie Trohlem, p, 158. 
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«ettlei)i«nt of grou^ whose main occupation was goat-herding 
resulting in denudation of vegetation on hills. 

To check the advance of desert sands, improved dry farming 
practices are to be introduced. Work on demonstration projects 
started during the Second Plan is being continued during the 
Third Plan so as to cover an area of about 2.2 crore acres. Fenc¬ 
ing and rotational graeing and afforestation are other useful 
remedies. Afforestation and other soil conservation measures in 
the catchment areas of river valley projects were carried out over 
about 3.40 lakh acres during the Second Plan and will be extend- 
^ to 10 lakh acres during .the Third Plan, Other soil conserva¬ 
tion programmes during the Third Plan include reclamation of 
about 2 lakh water-logged, saline, and alkaline lands and about 
40,000 acres of ravine lands. Village Panchayats are to be made 
responsible for soil conservation. They will be given technical 
and financial assistance as required. 

Soil conservation programme during the Third Plan is pro¬ 
posed be stepped up considerably. An outlay of Rs. 72 erorcs 
has been provided for the execution of these programmes as 
against Rs. 1.6 crores spent in the First Plan and Es. 18 crores 
.in the Second Plan. 


Livestock 

Apart from land, the next important equipment of the agri¬ 
culturist is his c#ttle. In fact, Indian agriculture without cattle 
is inconceivable. The Indian cultivator has a small and fragment¬ 
ed holding and limited resources so that be cannot afford to use 
mechanical sources of power to carry on agricultural operations. 
His cattle serve the farmer in so many ways that it has been 
rightly said that the cow bears on her patient back'the entire 
burden of Indian agriculture. ‘‘Without them,’’ says Darling, “the 
fields remain unploughed, store and bin stand empty, and food 
and drink lose their savour, for in a vegetarian cowatry, what 
can be worse than to liav(‘ no milk, butter or ghee?” On account 
of his small liolding and limited resources, it is not practicable 
for the peasant to cultivate his field with the aid of machines. 
For ploughing his fields, for lift irrigation and for carting his 
produce and manure, cattle are indispensable. They are not only 
a source of milk but also supply manure and fuel when alive, 
and meat, skins, hair and bones when dead. It has been estimated 
that Indian cattle, in spite of their being uiieeonomically exploit¬ 
ed, yield an annual income of over Rs. 1,265 crores which is more 
than the value of India’s cash crops." 

Ill spite of the importance of cattle of India, however, there 
are certain unfavourable features which deserve attention, India 
is supporting too many cattle to be economical. According to the 
1961 quinquennial livestock census, there are in India 33.65 cror« 

1. Ward i» Semomie Problems of Modern India, Vol. I, edited le. 

Mukerjee, )i. 140. 
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oattie, 5.11 erore boflaloes, 4.03 crore sheep and 6.08 erore goats 
in the country. The large cattle population is more of a liability 
titan an asset. 

Eoughly we have 98 cattle for every 100 acres sown with crops. 
Holland has 38 cattle and Egypt 25, and yet we have no pasture 
lands as other countries have.* Thus India possesses a very large 
number of superfluous cattle. The number of working cattle 
comes to 69.7 million, and it is these that matter for agriculture. 
Thus, as in the case of our human population so in that of the 
cattle population, we are carrying a heavy dead-weight. They are 
considerably in excess of our fodder measures At least one-thirfl 
are surplus in relation to the available supplies of dry fodder. 
Position is much worse in relation to green fodder and concent¬ 
rates. Inadequate nourishment and careless breeding have led to 
poor quality of cattle. The average yield of milk per cow yearly 
is nearly 400 lbs in India as compared to 5,000 lbs or more in 
advanced countries. 

There are various reasons for the excessive population of cattle 
in this country. The prejudice against destroying life is so strong 
among the Hindus that thej' would rather starve cattle than kill 
them. Secondly, due to tlie inefficiency and high death-rate of 
cattle the cultivator had to maintain a large reserve The close 
connection between “inferior quality” and excessive in numbers 
proves the existence of a vicious circle. 

The inferior quality of Indian cattle is also due to wrong 
breeding, underfeeding and disease. Meal, mating and malady or 
diet, descent and disease are the three aspects of our eattle prob¬ 
lem. These are all inter-connect(*d. 

Indiah cattle roam about on the village commons or on the 
stubble in mixed herds. Cows are thus covered by indiflFerent 
bulls and progressive deterioration of the breed starts. To im¬ 
prove quality, breeding should be selective. 

The Indian Agricultural Ri'search Institute, Delhi, carries ou 
experiments to evolve strains with better milking capacity. To 
improve milking breed, cross-breeding with Indian sires of high 
milk-yielding strain has been successful. Mention may also be 
made of the technique ot artificial insemination. 

The object of Government policy in regard to development of 
animal husbandry in the (-ountry is to develop the milk yielding 
ca>pacity of well-defined milk breed by selective breeding and up- 
pading of non-descript cattle and improvement of draught breeds 
in milk yielding without impairing the quality of the bullocks. 
These objects are sought to be achieved through Key Village 
Scheme, Qaushala Development Scheme, Gosadan Scheme, etc. 
The All-India Key Village Scheme was initiated during the First 
Plan period^ with a view to increasing milk production and raising 
the productive efficiency of eattle in the country and was continued 


1. Eiguree for erops pertaui to ld.')4''54 and for irattle ta 1956. 
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ifdth expiuided scope daring the Second Plan. During tlie First 
Pisn, 146 key village blocks were established with artideial insemi¬ 
nation centres. Daring the Second Plan 196 new key viUagn 
blocks were taken up and 114 old blocks expanded. In all by 
the end of the Second Flap, 2,000 key village units were estab¬ 
lished. In the Third Plan, which provides Bs. 54 crores for ani¬ 
mal husbandry, 10 key village units will be provided in each block. 
Central artificial insemination centres will also be established. 

Indian cattle are underfed because (a) area available for 
growing fodder is not enough, and (b) the system of feeding is 
wasteful. Dry cows and non-working cattle are left to themselves 
to eke out what they can from the waste lands. The problem can 
be solved by (i) reducing the number of bad cattle, (ii) by con¬ 
trolled breeding, and (iii) by increasing the supply of fodder. 
Supply of fodder, however, can be increased to a certain extent by 
cultivating higher-yielding crops like Egyptian clove (berseem) 
and other grasses. Available fodder can also be economized by 
stall feeding, by preparing silage from inferior straw, by preserv¬ 
ing grass like hay, and by chopping fodder with the foddereutter. 
.During the Second Plan, the programme for the development of 
feeds and fodder was taken up almost in all States and pasture 
development programme was also initiated. Among the measures 
proposed in the Third Plan are work on forage improvement at 
livestock farms, establishment of forage demonstration plots in 
villages, distribution of planting materials, conservation of sur¬ 
plus fodder, feeding of stitched cattle on balanced ratios, adoption 
of improved cultural practices and establishment of demonstra- 
tion-cum-training centres, A fodder bank to serve during periods 
of scarcity was established during the Second Plan and two more 
such banks will be established during the Third Plan. ' 

Indian cattle are subject to periodic epidemics like rinderpest 
and foot and mouth disease. These diseases are due to low 
vitality, unhygienic surroundings and polluted drink wrftor. Both 
preventive and curative measures are necessary. Research into 
the causes, prevention and cure of diseases is carried out at the 
Veterinary Research Institute at Izat Nagar and excellent results 
have been achieved. By the end of Second Plan, 4,000 veterinary 
hospitals and dispensaries had been established of which 650 were 
set up during the First Plan and 1,900 in the Second Plan. The 
number is expected to go up to 8,000 by the end of the Third 
Plan and every development block will have at least one veteri¬ 
nary hospital or dispensary. The total outlay in animal hus- 
Ijtandry in the First Plan was Rs. 8 crores and in the Second 
Plan Rs. 21 crores. The Third Plan makes a prevision of Rs. 54 
crPres for animal husbandry. The object of Crovemment policy in 
regard to the development of animal husbandry in the country is 
to develop the milk yielding capacity of well-defined milk breeds 
by selective breeding and upgrading of non-descript cattle, an|^ 
improvement of draught breeds in milk yield without impairb^ 
the quality of bullocks. 
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We Biaf cooelBde, therefore, by eayiag thftt what Ihdia wants 
is BOt flam oattib b«l liettar cattle. The aTerage per capita ooii- 
auniptioia of mUk in India is estimated to be 5 oms. compared to 
X§ ozs. required for balanced nutrition. We must, therefore, in¬ 
crease the milk supply in the country by d0% to 40% in the next 
10 years to provide more milk. The total production of milk, 
which was estimated as 17 million tons in 1951 and 19 million tons 
in 1956 is estimated now (1961) at 22 million tons and it is ex¬ 
pected to go up to 25 million tons at the end of the Third Plan. 
Good milk is an urgent problem in urban areas. During the 
Second Plan, therefore, it was proposed to organise 36 urban milk 
supply schemes, 12 co-operative creameries and 7 milk drying 
plants. Pedigree breeding stations will also be established 
during the Third Plan, 55 new milk supply schemes will be taken 
up in cities. It is proposed to establish 8 creameries, 4 milk pro¬ 
duct factories and 2 cheese factories. One milk powder factory 
has been established at Amritsar and the other at Rajkot. The 
First Plan provision of Rs. 7 81 crores was almost fully utilised for 
dairy development. In the Second Plan, a fwm of B«. 12.05 crores 
was utilised against a provision of Rs, 17.44 crores A sum of 
Rs. 36 crores has been made in the Third Plan for dairy schemes. 

MECHANISATION OP AGRICULTURE 

Like every workman, the agriculturist also needs tools to 
carry on his agricultural operations. The tools and implements 
used by the Indian farmer are, for the most part, crude, simple 
and antiquated and are far from the best that should be utilized 
for efficient and successful cultivation. The Indian farmer still 
relies even in this machine age on the centuries-old wooden plough 
to turn the land, the crude sickle to harvest crops and the wind 
for winnowing cereals. 

In sharp contrast to the primitive tools and implements, 
which are in use in India, stands the most up-to-date farm machi¬ 
nery used “by farmers in most of the countries of the West and 
in the U.S.S.R. Agriculture in those countries has been mecha¬ 
nised. In fact, on account of such mechanisation, these countries 
have experienced an agricultural revolution comparable to the 
Industrial revolution of the 18th and 19th centuries. This modern¬ 
isation of agriculture through the process of mechanisation has 
Tplayed a very significant part in bringing prosperity to cultiva¬ 
tors by ensuring for them better crops at reduced costs. Its part 
has been equally great in the reclamation of barren lands into 
fioorishing agricultural colonies. 8o has been its role in elevating 
rural life to a new and higher plane. Some beginning has been 
made in the mechanisation of Indian agriculture also. 

Meaning of Medianisation 

Mechanisation of agrieulture consists of replacing or assist¬ 
ing (or both) animal and human labour in farming mechanical 
power wherever possible. Tractor ploughing dispenses with the 
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draught auimab and the wooden ploughg. The comhiiie<>dnll per* 
forma the operations of sowing and putting the fertilised sipui* 
taneoQsly. The combined harvester-thresher has simplified" the 
work of reaping and threshing into a joint process^ rendered ohso* 
lete the use of sickle, etc. Thus mechanisation means the employ¬ 
ment of machinery in one way or the.other in almost all farming 
operations, ranging from breaking up the soil to the market* 
ing and sale of the produce of the farm. 

What should be tlie role of mechanisation in the re-organisa¬ 
tion of our agriculture to contend with agricultural inefficiency 
and poverty is a vital question indeed. But unfortunately, on 
this important question, there is no consensus of opinion among 
economists and politicians in the country. There are some who 
regard mechanisation of Indian agriculture as highly necessary 
and desirable. They consider it a sheer waste of the country’s 
limited resourc-es to continue' the use of outmoded implements 
and primitive techniques when science has placed at our dis¬ 
posal new and highly effiedent means. They, therefore, want 
IndiaUc fanners to meehanise agriculture, which will result in more 
and better production and consequently in a high standard of 
living for them. 

But. on the other hand, there are others who think mecha¬ 
nisation to be wholly unsuitable for the country. They think 
the economic and social conditions in India arc widely different 
from those in some foreign eonntries where mechanisation has 
proved profitable. 

Case against Mechanisation. In main, the ease against me¬ 
chanisation is built on the following arguments:— 

(!) It is pointed out that tlie holdings in India are too small 
and scattered to permit mechanisation of her agriculture, and 
that a large farm is a pre-requisite for mechanisation. In the 
T7.B.S.R., Canada and the U.S.A., where mechanisation has been 
widely adopted, the average size of holdings is quite large. The 
average size of holdings is 1,600 acres in the TT.S.ft.R., 234 acres 
in Canada and about 145 acres in the TT.S.A. On the other hand, 
the average size of holdings in India is very small. It varies 
between about 3 acres in West Bengal. Bihur and Orissa and 
about 12 acres in the erstwhile Bombay State. Obviously on such 
exceedingly small holdings, mechanisation is simply out of the 
question. They are uneconomic even for the wooden plough and 
a pair of bullocks. Hence it is eoueludcd that mechanisation has 
no scope in the country. 

« 

(2) Another serious objection to the introduction of raeeha- 
nised farming is that it would aggravate further the unemploy¬ 
ment and under-employment in rural areas. Since one machine 
performs the work of many labourers, it is held that millions of 
workers in agriculture will be thrown out of employment, it 
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is aiso felt that to find alternative jobs for the displaced persons 
on sneh a large scale will be too difSeult to solve. 

In this connection it is also pointed out that mechanisation 
became necessary in countries like the U.SwA.., because of the 
acute shortage of la,bour for the extension of cultivation. But 
in our country, there is, on the contrary, an abundance of cheap 
labour. Therefore, as long as agricultural labour is cheap and 
there are too many people on the land, the use of labour-saving 
devices is neither feasible nor desirable. As Mahatma Qandhi 
put it, “Mechanisation is good when hands are too few for the 
work intended to be accomplished. It is an evil when there are 
more hands than are required for the work, as is the case in 
India'’. 

(3) Further, some economists are of the view that mechani¬ 
sation does not lead to greater productivity. What mechanisa¬ 
tion increases, they hold, is productivity per worker employed 
and not the productivity per acre, which is required. 

(4) With the adoption of mechanised farming the huge cattle 
population which we have W'ill be rendered surplus. We cannot 
suddenly cut down their number. 

(5) It is pointed out that the coal supply of mineral fuels 
is still very deficient in India, so that it would be very costly to 
make use of petrol or diesel oil tractors, etc., if fuel oils are to 
be imported from abroad in \ast quantities. There will thus be 
a great drain on our foreign exchange resources, which are al¬ 
ready very meagre. 

(6) Most of the agricultural machinery being imported, ils 
cost is far too high. The prices charged f(»r spare parts in parti¬ 
cular are pften exorbitant and their supply subject to serious de¬ 
lays. As the recent German Delegation (1958) pointed out, more 
than one-third of the 30,000 tractors in India are out of opera¬ 
tion, because it is impossible to obtain the necessary spare parts 
for their repairs. The facilities for repairs being negligible, even 
minor breakdowns put machines out of commission for a long time 
and involve disproportionately high repair charges. 

(7) The illiteracy and the poverty of the peasantry are other 
serious obstacles to the lueehanisation of agriculture. He neither 
understands the working of the complicated farm machinery nor 
is rich enough to afford costly machinery. 

Objections Answered 

The question of mechanisation may be looked at from two 
.‘viewpoints. The first is that of its immediate applicability. The 
second one relates to the place that mechanisation should be 
given in the future agricultural economy of the country. So far 
aa He immediate applicability is concerned we shall towards the 
end of this discussion point out ccr^in spheres where mechani¬ 
sation can be resorted to without its undesirable effects. Apart 
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from them, meehamyetion should be looked at from the irieir* 
point of our future policy. 

If we look at the problem from the viewpoint of our future 
policy, then the first objection that agricultural holdings in the 
country, as they are found today, are too small for mechanisation 
may not be valid as joint co-operative farming has been set as 
the goal of our agrarian economy and every effort is being made 
by the Government to make it a success. With the adoption of 
joint co-operative farming on a large scale in the country, the 
size of the farm will increase, in which case mechanisation will 
become e^ier, perhaps even necessary. The unit of cultivation 
is also being increased by other measures like the consolidation 
of holdings. 

Besides, when we say that holdings in India are small,' that 
does not mean that there are no large holdings. Some of our 
holdings are big enough to be mechanised and in fact on some 
of them modem machines are being used with advantage. 

Again, while (*xamining the question of the size of the hold¬ 
ings vis-a-vis mechanisation one should not think that holdings 
must be very large, running into hundreds of acres. In the be¬ 
ginning, of course, tractors and other machinery were essentially 
built for very large holdings. But now the position has greatly 
changed. Small tractors and other machines suitable for work 
on small holdings of 20 to 50 acres have been available. Now 
small all-purpose tractors of very low horse-power specially de¬ 
signed to meet the economic and technical needs of lower acreage 
are available. As such it is now possible to mechanise even com¬ 
paratively small farms. 

As regards the fear of unemployment consequent upon mecha¬ 
nisation, it may be pointed out that some amount of unemploy¬ 
ment is inevitable, but the magnitude of unemployment that will, 
thus, be caused is grossly exaggerated and the capacity of the 
oeonomie system to absorb the displaced persons is greAtly under- 
estimated. This overestimation and underestimation respective¬ 
ly is highly unwarranted. Mechanisation of agriculture will help 
in lifting the economy of the country to a higher level. As a 
oon^quence, secondary a^d tertiary occupations will multiply at 
an increasing rate offering adequate employment to the surplus 
workers. Moreover, as the tempo of economic development 
gathers momenluni, more employment opportunities will be ereat- 
ed outside agriculture. 

Again, the contention that mechanisation does not lead to 
greater productivity per acre is not valid. The Government of 
the IT.S.S.R,, in its own country as well as in our country at the 
mechanised farm at Ruratgarh (Rajasthan), has demonstrated 
beyond doubt that productivity per acre greatly increases witih 
the introduction of mechanised farming. It has been found that 
there is a great difference between the productivity of ths pre- 
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mechaoisation period that after the introduction of mecha¬ 
nisation. 

As regards the objection that a large cattle population will 
be rendered surplus with the adoption of mechanised farming, 
we must fairly admit that the reduction in their number by a 
phased programme is absolutely essential. An enormous num¬ 
ber of bullocks are employed not only for agricultural operation 
in the field, but also for lifting water from wells, grinding com 
and crushing oilseeds and sugarcane. This large cattle popula¬ 
tion undoubtedly makes large demand on the none-too-abundant 
agricultural output of the economy. In fact, in many parts of 
the country there is already a serious competition between man 
and cattle for subsistence from laud. 

Thus there is a great need for the reduction in the number 
of bullocks. For this mechanisation is essential. A tractor, un¬ 
like a bullock, does not derive its motive power from the pro¬ 
duce of the soil. As such its use will lighten the burden on land 
and release a certain area for the growing of food crops. 

As regards the question of the shortage of mineral fuel sup¬ 
ply in the country, it may be pointed out that recently oil has 
been struck at several places in the country, so that the prospects 
in regards to the supply of mineral oil are quite bright. More¬ 
over, the programme of rural electrification is being progressively 
implemented under the Five-Year Plans, wliich will greatly faci¬ 
litate the introduction of mechanisation. 

Again, the remarkable progress of iron and steel industry 
and machine-making industry in the Second Five-Year Plan has 
made possible the production of agricultural machinery within 
the country in a large number. 

Prom 'the above discussion, it is obvious that as regards 
future agraria|j|i economy, we see no technical reason which may 
render mechanisation impossible or harmful. 

But even from the viewpoint of its immediate applicability, 
the scope for mechanisation in the country is not inconsiderable. 
There are certain operations and areas in which the use of trac¬ 
tors has distinct advantages. To begin with, Ihere is the 're¬ 
clamation of waste and weed-infested lands. The utility of trac¬ 
tors for reclamation opera I ions has been demonstrated by the 
Central Tractor Organisation which has been working in the 
Tcrai area of U.P. and kans-infeeted tracts of Madhya Pradesh. 

Then comes the cultivation of land in sparsely populated 
areas where there is a shortage of labour. While the pressure of 
population is generally heavy in the country as a whole, there 
•are, thinly-settled areas, particularly in the former Madhya Bha¬ 
rat and Vindhya Pradesh areas of M.P, and in Bajasthan, etc.,* 
where labour shortage is an important limiting factor in the ex¬ 
pansion of cultivation. Mechanised cultivation in such tracts has 
pbvious advantages. « 
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There are also the drainage and soil censervation operations 
such as contour bunding, terracing, ridging, etc., for which trac¬ 
tors are particularly suited. The need for such operations is 
quite obvious in parts of practically all States. 

Apart from tractors for the above-mentioned purposes, there 
is the need for mechanisation for purposes such as water-lifting 
for irrigation by means of pumping sets and electrically-operated 
tube-wells. Electric motors and diesel engines, etc., can also very 
usefully be adopted for other agricultural operations, such as 
cane and oilseed crushing, grinding, etc. Mechanisation is also 
justified where the use of mechanical equipment would economiae 
labour and cattle power at the time of maximum pressure on 
them, e.g., in threshing. 

Ckmclusion. Thus we see that mechanisation has consider¬ 
able scope, both in respect of its immediate practicability and 
in the future agrarian economy of the country. Arrangements 
must be made for hiring the machines individually or collective¬ 
ly so that poor peasants can also avail of them. Credit on easy 
terms'^may also be provided to those who want to purchase them. 
Jhirther, it will be necessary to spread a network of tractor sta¬ 
tions for repairs, spare parts and servicing facilities. Demonstra¬ 
tions of tractor farming may also be given frequently at agri¬ 
cultural fairs and other gatherings to arouse the interest of the 
cultivators. 

It is gratifying to note tha,t energetic steps are being taken 
on the above lines. Appreciable beginnings in the mechanisation 
of our agriculture have already been made. In 1947, the 0<‘v 
emment of India set up its Central Tractor Organisation, the 
biggest organisation of its kind m Asia. In 1951, it purchased 
a fleet of 240 tractors with a loan from the World Dank and ha» 
added to this number further since then. Howler,*in 1960, it 
was decided to close this organisation largely ’because foreign 
exchange was not available for the purchase of new machinery. 
Some of the State Governments have also set up their own trac¬ 
tor organisations, which, besides jungle-clearing and reclamation 
of waste lands, lend tractors to the cultivators on hire. 

Besides the Government, enterprising landlords have also 
begun to make increasing nse of tractors. This is clear from 
the rising imports of tractors. While 3,338 tractors were im¬ 
ported in 1949-50, in 1951-52, 7,400 valued at Rs. 6 crores were 
imported. Since then, however, there has been a marked decline 
I in tractor imports. The decrease in imports is majnly due to 
the fact that the large cultivators are now less willing to invest 
money in tractors because of the fear of ceiling on land holdings. 
On the other hand, some of the bigger cultivators have acquired 
tractors recently because of a feeling that those who adopt the 
mechanical means of cultivation would be exempted from land 
ceilings. , 

Active steps towards the manufacture of tractors within tlbl 
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country are also bemg taken. A firm in Madras is already as- 
aembling a famous make of British tractors. Another concern 
has started working in Orissa under arrangements with a Ger¬ 
man firm. 

Besides tractors, other power-driven machines, electric 
motors, diesel engines are becoming increasingly popular in rural 
areas as water-lifting appliances. To encourage their use many 
of the State Governments are, under the G.M.P. Campaign, pro¬ 
viding assistance in the form of loan which the farmers can re¬ 
pay over a period of years. The power available from these 
engines can ^so be used for 6lher agricultural operations, such 
as cane and oil-seed crushing, grinding, etc. Thus, the success of 
these beginnnigs is quite encouraging. 

Despite the above developments, complete mechanisation of 
Indian agriculture is a very far ofi? prospect. By and large 
Indian agriculture will continue to depend upon animal power 
for a long time to come. 



Chaptbb 


Agricultural Labour 


lie Problem. The Pliysiocratic leader, Quesnary, once said, 
“Poor peasant, poor king, poor country”. This may not be true 
of all countries, but it is certainly true of India where 70% of 
the people are engaged in agriculture and yet cannot produce 
food enough to meet the needs of all. 

The problem of agricultural labour has assumed great urgency 
in India. The ranks of agricultural labour have been fast swel¬ 
ling. Their economic condition, on the other hand, has been 
steadily deteriorating. They are i)erhaps the most neglected 
section of the Indian people. While increasing attention was paid 
during the last quarter of a century to protect industrial labour, 
nothing was done till recently in regard to much more numerous 
class of agricultural labour. After India won her frfiedom, how¬ 
ever, the Clov-ernment have awakened to the urgent need for im¬ 
proving tll^^ondition of the village labour and efforts are being 
made through legislation and otherwise to do so. To leave out 
agricultural labour in any scheme of agrarian reforms today 
would be to leave a weeping wound unattended. 

Agricultural Labour Enquiry 

In recent years, the Government of India conducted two com¬ 
prehensive inquiries into the conditions of agricultural labour in 
which very useful data regarding employment, unemployment, 
wages and earnings, income and expenditure, indebtedness, etc., 
were collected. The first inquiry was conducted in 1950-51 in 
800 villages covering 11,000 families. The report was published 
in 1954-56. The Second Agricultural Labour Enquiry was con¬ 
ducted in 1956-57 in 3,600 villages covering 28,560 sample agri¬ 
cultural labour households. The report of the second enquiry was 
published in 1960. * * 

According to the census of 1951, the number of euHivatiug' 
labourers in the country was 4.9 crores, constituting about 20% 

" ot the total agricultural population. The Second Agricultural 
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Jliabour Enquiry 1956-57 revealed, that in India agricultural labour 
families formed 24.47% of the total rural families. The total 
number of agricultural labourers wlio were actual workers was 
35 million. More than half of them were without land, while 
the rest owned only tiny bits of land, so that even in their case 
the bulk of their income, Le., 73% (64% in 1950-51) came from 
wage employment on others’ farms. About 85% of the agricul¬ 
tural workers arc casual workers. About 15% of them are at¬ 
tached to landowners. 

The per capita annual income in 1956-57 was Rs, 99.4 (Bs. 140 
in 1950-51) as compared to the national average in the same 
year of Rs. 291.5. The average annual income of an agrioul- 
tural labour household was Rs. 437 (,Rs. 447 in 1950-51). On 
average they were employed for 197 days (218 in 1950-51) in 
the year. About 15%- of agricultural workers were attached land- 
owners. Some 1G% of them had no wage-earning employment 
at all during the year. It has been estimated that one-fourth 
to one-third of the existing agricultural labour is surplus. The 
growth of population has accentuated the problem, in ^he be¬ 
ginning of the present century, 62 5% of the working force was 
engaged in agriculture and by 1951 the proportion stood at about 
70%. These few facts are enough to show how pitiable is their 
lot and how urgent it is to improve it. 

Rate of Wages and Methods of Payments 

Trustworthy statistics regarding wages of agricultural 
labour are not available, owing to the i>revalence of wages in 
kind ajid existence of supplements and cfuieessions which differ 
from place to place. Field labourers are often paid in kind. 
They rece’ve a share in the crop with other customary dues. In 
spite of the rise in wages during the last decade, labourers have 
suffered much from the high prices due to the time lag between 
wages and prices. The Agricultural Labour Enquiry reveals that 
now cash payments and time rales are the predominant mode 
of payment to agricultural workers. 

As a class, agricultural labour gets lower wages than indus¬ 
trial labour. The reasons are as follows:— 

(i) The scattered nature of work, lack of organisation among 
the labourers and the seasonal character of agriculture reduce 
their bargaining capacity. 

(ii) There is a social exploitation as labourers belong most¬ 
ly to the depressed classes. 

(iii) There is no legislation governing hours or other condi¬ 
tions of work as regards agricultural labour. 

(iv) Landlords keep a labour reserve by giving them loans. 

To make matters still worse for th*em, they have also to face 
long periods of unemployment. Repent inquiries suggest that 
period of employment for agricultural workers ranges from three 
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to six moiithjs, interspersed in different seasons during the year. 
The Agricultural Labour Enquiry (1950-51) revealed that in a 
year on the average an agricultural worker remains employed for 
218 days in the year, self-employed for 50 days, on wages for 
agricultural labour for 189 days and non-agricultural labour 29 
days.' The heavy incidence of unemployment is a major cause 
of low incomes of agricultural workers. During the periods of 
unemployment, agricultural labourers get into debt. Having no 
security to offer, they fall e*isy prey to the utmost exploita¬ 
tion of the money-lenders. This is another part of their tale of 
woe. They live mostly on semi-starvation level. 

Minimum Wages Act, 1948 

This Act provides that every State Government within three 
years should lay down minimum wages for people working in 
agriculture. 

The rich peasants had benefited by the war-time boom in 
prices, but as the agricultural labour had nothing to dispose of, 
his condition did not improve. The Government, therefore, 
thought it neecssary that the minimum wages of agrieultaral 
labour should be fixed keeping in view local costs and standard 
of living. Accordingly, a comprehensive enquiry was started in 
1949 into Agricultural labour conditions in about 2,000 villages. 

During the First Plan wages were fixed througliout Punjab, 
Rajasthan, Ajmer, Coorg, Delhi, Himachal Pradesh, Kutcb and 
Tripura. In seven other States, the minimum wages have been 
fixed in specified areas. During the Second Plan minimum wages- 
were to be prescribed in all States and for all areas. 

There are, however, big obstacles in the way of enforcement 
of the Minimum Wages Acts. ‘ 

Owing to the already excessive a^nd further growing pres¬ 
sure of population on land, the ranks of agricultural labourers- 
are daily swelling. Whatever wage rate the Government may 
prescribe, the worker will be willing to accept lower wages. 

Also the employment in agriculture is only seasonal and in¬ 
termittent. Hence the workers prefer lower wages to unemploy¬ 
ment. 

The workers are illiterate and widely scattered. They have- 
no organisation worth the name. The wages could be enforced 
through collective bargaining which is simply out of the question 
in the absence of workers’ organisation. 

Most of the agricultural workers belong to the low castes 
and are socially handicapped. How can they assert themselves 
for the protection of their rights! They are so many dumb- 
driven cattle. 

Moreover, wages in rural areas are largely governed by cus¬ 
tom. A departure from custom is not easy. ^ , 

1. Agricultural Situation, Maj, 1959. 
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The indebtedness of the labourers to the landowners places 
them in their power. They have to accept lower wages. 

The sites on which their houses are buUt do not belong to 
the labourers. They belong to the landowners of the village.' 
This has the vicious effect of binding th^ workers to their em¬ 
ployers irrespective of the wage. 

Lack of inter-regional mobility also stands in the way of 
uniform wage in an area. 

There is also no agency which can enforce the Minimum 
Wages Act. In view of the wid(‘ly scattered nature of agricul¬ 
ture and illiteracy, it is well nigh impossible for the govern¬ 
ment to set up an effective and adequate agency to check up 
ajad enforce wages prescribed by it. 

In addition to the immensity of the task of collection of 
wage statistics in India, there is also the problem of inspection 
and checking. Agricultural labourers are scattered in villages. 
The problem, therefore, is all the more difficult to handle. Hence 
it is suggested that our immediate task should be to make agri¬ 
culture a paying iudmstry and to organise labour for collective 
bargaining between masters and men rather than to extend the 
Minimum Wages Act to rural areas. The Government have, 
however, committed themselves to improving the condition of 
agricultural labour. 

Agrarian Serfdom and its Remedies 

The Agrarian Reforms Committee mentions land labourers 
who never receive cash payment and are no better than serfs. 
The Colis in Bombay, the Pul cyan in Madra.s, the Kamya in 
Bihar, the Chakar in ()rissa, the Shalkari in Madhya Pradesh are 
some of them. They are practically purchased by their owners. 
Hallis in Bombay are no better off. They usually get a small 
ration of loodgrains. Tlic llalli becomes a life-long serf of the 
master who even purchases a wife for him. Some of these labour¬ 
ers perform begar or forced labour. In States where there is 
sub-infeudation, the evil is much worse. The villagers have to 
render some days' forced labour to the landlord to pay nazranas 
in cash as well as to give a portion of the fowls and goats. The 
Indian Constitution has made serfdom a penal offence. In course 
of time, therefore, begar will be eliminated and the status of 
tine landless labourers improved. 

Abbliiion of zamindari has been enacted in most States. 
Laws have been passed to help tenants and labourers. But such 
laws can never be effective unless labour is organised and can 
make their influence felt. The Agrarian Reforms Committee 
suggested that there must be a country-wide organisatujn of 
labourers, whose objective should be to* carry on propaganda for 
lifting “this huge mass of population from sub-human levels of 
existence, which, in some places, have run to such depths as liv¬ 
ing on snails, rats and. grains picked from cow-dung”. The 
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labourers should be no longer exploited by the rich. The clash 
between rich and poor should be checkmated by organised unions 
of agricultural labourers, otherwise conflict may lead to blood¬ 
shed. To organise the vast number of agricultural labourers, 
who are scattered over«vast areas, into unions is not going to be 
an easy task. Their ignorance and illiteracy add to its tough¬ 
ness. Many of them belong to the depressed classes who still 
form an inferior stratum of society. The political worker has so 
far been more busy iu industrial areas. Besides, demand for 
labour in the village is casual and seasonal. The Kisan Sabhas, 
too, have- so far almost neglected agricultural labourers. All 
this hampers efforts at organising rural labour. 

Having diagnosed the condition of the agricultural labour, 
it is easy to suggest the remedies. But since the disease is the 
outcome of several unfavourable factors, there cannot be any 
simple or single remedy. The problem has to be tackled at seve¬ 
ral fronts. But tackled it must be. As has been well put by 
the Agrarian Reforms Committee (1950): “To leave out the prob¬ 
lems of agricultural labour in any scheme of agrarian reforms 
—as has been doiu so far—is to leave unattended a weeping 
wound in the agrarian system of the country.” The continuance 
of such revolting conditions for such a large mass of population 
is sure, sooner or later, to lead to social and political upheavals. 
It is, therefore, very essential that suitable remedial measures 
must be taken to improve their lot. 

The following measures suggest themselves:— 

1. To begin with, agrarian serfdou must go at once. There 
is no doubt that our Constitution declares serfdom in any form 
a penal offence. But owing to the force of custom, social back¬ 
wardness and economic helplessness of those classes of agricul¬ 
tural labour which are at present the victims, this serfdom may 
actually linger on unless vigorous efforts are made to eradicate 
it. 

2. The most important step will be to raise the wages of 
agricaltural labour from the present appallingly low levels. For 
this minimum wages should not only be fixed but energetically 
enforced in all States. These minimum wages should be so fixed 
as to provide the agricultural labourer at least a fair subsistence. 

It is gratifying to know that the Government has been alive 
to the urgency of the problem. Accordingly, the Minimum Wages 
Aot was passed in 1948. Under this legislation, minimum wages 
for agricultural workers have been fixed throughout the States 
of Punjab, Rajasthan, Orissa, Kerala, Delhi and Tripura, and for 
specified areas in almost all other States. The minimum wages 
i^ed through State action range between Re. 0.62 and Rs. 1.50 
in different States of the Indian Union. It is, however, pointed 
out that much benefit does not seem to have accrued to the agri. 
cultural labourers in view of the absence of adequate enforcement 
machinery under the Act. 



AGRICULTURAL LABOUR 


13T 


3. Beclamation of enltiirable and the development 

of co-operative farms of landless labourers on such reclaimed 
lands. A good number of them could thus be settled on these 
farms. Accordingl}^ provision was made for such resettlement 
schemes in the First and the Second Five-Year Plans, and in 
recent years about 30 lakh acres of cultivable waste land have 
been distributed.^ A number of State Governments have taken 
steps to provide house-sites free or on a subsidised basis to land¬ 
less agricultural labourers. The Third Plan provides Rs. 4 erores 
for settlement plans by the States and Rs. 8 erores by the Centre 
and 7,00,000 families of landless labourers will be settled on 5 
million acres, 

4. Land gifts for landless workers. Landholders should 
be encouraged to make* land gifts to landless workers. The cre¬ 
dit for starting this movement, called ‘Bhoodan Yajna’, goes to 
Acharya Vinoba Bliave, Of the total area of 4.4 million acres 
donated as Bhoodan, about 9 lakh acres have been distributed so 
far.® About 10,000 families were settled in Bihar on Bhoodan 
lands under two schemes for which the Central Government pro¬ 
vided assistance. 

5. Imposition of ceilings of land-holdings. Instead of de¬ 
pending only upon voluntarj'^ gifts of land from landowners, a 
legal ceiling on individual lioldhigs has either been prescribed or 
is proposed to be laid down almost in all State.s, so that no holder 
can own and cultivate a larger holding. In this way, land in ex¬ 
cess of the prescribed maximum will become available for settl¬ 
ing landless workers. However, only a limited measure of ’’clief 
can be expected from such redistribution of land, because oi the 
large number of landless workers. 

6. Extension of irrigation, intensive cultivation and im¬ 
provement in agricultural practices will inereaso rural employ¬ 
ment and thus afford relief to agricultural workers. Moreover, 
these measures will add to productivity, inerea.sing thereby the 
power of the employer to pay higher wages. 

7. Reorganisation of the land system on the basis of co¬ 
operative joint farming. This will place the agricultural worker 
in a position of near equality in status and opportunity with 
-other sections of the village community. 

8. Organization of suitable agro-industries (rural indus¬ 
tries). The establishment of rural industrial estates producing 
consumers goods, largely of rural consumption, will be an excel¬ 
lent idea and will provide means of employment during periods 
of unemploym(*nt and will also divert a part of agricultural 
labour permanently. 

• 9. Still another step will consist of weU-planned works pro¬ 
grammes for the utilisation of manpower resources in rural areas. 

1. Vide Third Five-Year Plan—A Draft Outline, 1960, p. 96. 

2. Third Five-Year Flan, p. 376. 
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Boa4buiiding, digging of woUs and canals, afforestation, etc., 
can be so timed that they might absorb the agricultural labour 
power during the period of seasonal unemployment. The work¬ 
ers should be organised into labour co-operativra. 

10. Measures to promote inter-regional mobility of agricul¬ 
tural labour should also be taken. These will include cheap 
transport facilities and the establishment of rural labour ecs- 
ohanges. 

11. Organi^tioii of agricultural labour. The principle of 
collective bargaining is a tried method of improving the condi¬ 
tion of employment. Its adoption is, therefore, necessary in the 
case of agricultural labour also. 

There is no denying the fact tliat the organization of such 
a mass of agricultural labourers who are very widely scattered 
is very difficult. Their ignorance and illiteracy and the casual 
and seasonal nature of their employment make the task still 
more formidable. But with honest and vigorous efforts, coupled 
with the* measures suggested above for tljc improvement of their 
economic position, the work of organisation may succeed. 

12. To ensure that the benefits of different development 
programmes reach the landless agricultural workers effectively, 
their problems should be dealt with in a co-ordinated manner 
at the district and block level as well as at liiglier levels. The 
Third Five-Year Plan, therefore, suggests the formation of a 
Board in each State for co-ordinating all measures proposed for 
the benefit of agricultural workers. The most significant deve¬ 
lopment proposed in the Third Plan, whose benefits will go large¬ 
ly to agricultural labour, is the programme for undertaking- 
works projects in rural areas. Under this programme, it is hop¬ 
ed to provide additional wage-employment in rural areas for 
about 100 days in the year, specially during the slack agricul¬ 
tural seasons, for about 2.5 million persons by the last year of 
the Plan. 

Further, the Planning Commission has decided to set up 
a Central Advisory Committee to advise the Commission on the 
settlement of landless workers on land and on measures to solve 
their other problems. 

- - 

Rehabilitation of Landless Agricnltnral Workers 

The future pattern of village development on the eo-opera- 
tivc basis indicates that the distinction between those who have 
land and those who are landless must go. Feudal rights, mal¬ 
distribution of land, exploitation of wage earners and caste dis¬ 
abilities must not exist. To achieve this objective the following- 
steps are essential:— 

(a) Redistribution of land voluntarily * or by law, 

(b) increase in agricultural production, 

(e) equal opportunities for all, 
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(d) educational facilities and concessions for the poor so as. 
to give them confidence and initiative, and 

(e) improvement in living conditions. 

The problem of the amelioration of agricultural labourers is. 
intimately related to the basic problem of poverty. The solu¬ 
tion does not lie merely in the redistribution of land. Thus apart 
from the general measures of economic development, especially 
more intensive and diversified agricultural production and a 
more diversified occupational structure in the rural areas, speci¬ 
fic measures, such as resettlement schemes, formation of labour 
co-operatives, allotment of house sites and enforcement of mini¬ 
mum wages, should be implemented as early as possible. 

The Planning Commission has laid down the policy of provid¬ 
ing land to the landless and to owners of uneconomic holdings. 
Blocks of newly-reclaimed land and culturable waste have to be¬ 
set apart for them. Rs. 2 erores were allotted for the purpose 
under the First Five-Year Plan. During the Second Five-Year 
Plan, there was to be a large programme for giving laud fo agri¬ 
cultural labourers. (Census of holdings was to bo completed and 
landless agricultural labourers settled on all land that became 
available. The number of persons settled like this can, however,, 
be only small in comparison with total landless labourers. In 
the Second Plan, apart from a provision at the Centre, 14 States 
had schemes, estimated to cost about Rs. 5 crorcs, for the settle¬ 
ment of 20,000 families of landless workers on 1,00,000 acres. 
The Third Plan provides Rs. 4 erores for settlement plans by the^ 
States and Rs. 8 erores by the Centre and 7,00,000 families of 
landless labourers will be settled on 5 million acres. In the struc¬ 
ture of the rural economy, which the Five-Year Plans attempt 
to build up, agricultural labourers will partieipate fully and on 
equal terms with others and will achieve effective economic and 
social equality with the rest of the rural population. 

Considering that ultimately it is by achieving rapid and in¬ 
tensive development in the rural areas that the landless sections 
of the population can be substantially benefited, the Third Plan 
provides for large investments in the rural economy, the total 
outlay in the public sector on agriculture, community develop¬ 
ment and irrigation will amount to Rs. 1,700 erores. There is a 
'provision of Rs. 92 erores for khadi and village industries. Small- 
scale industries and industrial estates will be extended to rural 
areas. 


Bhoodan 

The object of the Bhoodan or gift-of-land movement is to 
provide land for the landless labourers by arousing the charitable 
instincts of the big landlords. It was started in 1951 by Acharya 
Vinoba Bhave, a colleague of Mahatma Gandhi, in the district 
of Telengana in Hyderabad, where there was agrarian disturb¬ 
ance due to land hunger of cultivators. The Qandhian principle 
of peaceful persuasion is used to make landlords make gifts of 
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land for the landless. Vinoba describes Bhoodan as a method to 
jremove maladjustments in a peaceful way. Describing the aim 
of the movement, Vinoba Bhave says: “In a just and equitable 
order of society, land must belong to all. That is why we do 
not beg for gifts but demand a share to which the poor are right¬ 
ly entitled”. The emphasis is not on mere charity but on the 
responsibility of the society for righting a social wrong or re- 
•dressing a social evil. 

The movement has spread all over India. The target is to 
oollect 500 lakh acres of land so that it may be possible to pro¬ 
vide some land for cultivation to every rural family. Up to 
the end of 'September, 1963, over 40 lakh acres of land had been 
•collected of which about 10 lakh acres had been distributed 
Among the landless. They were given land on the condition that 
they would till it themselves, and would not sell or transfer it 
for 10 years. In the beginning, co-operative farming was a 
•condition of land being given to a person. This condition has 

been removed now 

• 

The movement has now widened out into Gramdan, i.e., 
•donations of entire villages. Since January 1957, the emphasis 
bas shifted to Gramdan. So far (1962) 5,342 villages have been 
received in donations. In the non-agricultural s(‘etor, the move¬ 
ment assumes various forms such as Sampattidan (donation of 
money or other rescmrcesl, Buddhidan, Jivandan (donation of 
one’s mental abilities and life) to the achievement of the Bhoo- 
•dan ideals. 

Several States have rendered active assistance to the move¬ 
ment. In order to facilitate donation of land to Bhoodan and 
the r^'distribution of such lands, necessary legislation has been 
enacted in Bombay (Berar and Saurashtra areas), Bihar^ Madhya 
Pradesh, Orissa, Punjab, Rajasthan, Uttar Pradesh, Delhi and 
Dimachal Pradesh. For instance, in Madras, Bhoodan Yajna 
Act, 1958, facilitates the donation of lands for the, Bhoodan 
Yajna and the transfer and settlement of such lands for the bene¬ 
fit of landless poor peasants or for community purposes. The 
legislation in all these States deals with the procedure for giving 
legal validity, after necessary inquiry, to the Bhoodan donations 
and for vesting the lands in the Bhoodan Committees. 

Recognising the importance of the Bhoodan movement, the 
'Second Plan recommends that schemes for re-settlement on land 
•of- agricultural labourers should bring in Bhoodan lands. The 
Plan recognises that the practical success which is achieved in 
the development of Gramdan villages will have great significance 
for co-operative village development. The Gramdan villages will 
■get preference in the matter of opening community development 
blocks and starting other community development activities. 

A number of shortcomings of the movement are commonly 
pointed out: 

(1) It is alleged that much of the area donated consists of 
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submarginal lands of poor quality or those over which 
the donors have doubtful rights. , 

(2) Since the recipients lack implements, cattle, seeds, etc.,, 
they are unable to make any use of the lands they re¬ 
ceive. 

(3) The pace of the distribution of collected land is very 
slow. Up to October 1954, less than 3% of the land col¬ 
lected had been distributed. 

(4) By creating illusions in the minds of the landless and 
' land-poor agriculturists about the efficiency of an alter¬ 
native method of re-distribution of land, it may impede 
the quicker method of re-distribution through legisla¬ 
tion. 

But the significance of the movement lies in its eontributiom 
to the solution of the problem of land re-distribution among land¬ 
less peasantry. No doubt several measures of land reform such 
as abolition of intermediary rights in land, prescription of ceil¬ 
ing on land holdings, etc., have been taken, but these measures 
will benefit tenants rather than landless labourers. For makings 
land available to the landless, Bhoodan movement deserves to be 
strengthened. 

Its moral value is of special importance. Tt represents a 
voluntary, non-violent approach in matters whieh might have 
necessitated coercive and violent methods. It seeks to bring 
about a radical change in the psychologj^ of the society by creat¬ 
ing an atmosphere of equality, goodwill and co-operative etTort. 

Another great significance is that it is very helpful in creat¬ 
ing the ^ight climate for the introduction of far-reaching reforms 
in the country. The movement is making public opinion favour¬ 
able for the implementation of the new land policy. 

Without belittling its importance, it will have to be admit¬ 
ted that Bhoodan movement is no substitute for other ameliora¬ 
tive measures for the landless labour. Nor does it give an idea? 
system of land holdings; unless the peasants selected for land" 
gifts are organized into co-operative farming societies, the newly 
created small holders may not thrive. Thus the movement cannot 
solve the problem of landless labour. Other ameliorative mea¬ 
sures must be adopted simultaneously. The ultimate aim should* 
be to place agricultural workers in a position of equality in status 
and opportunity with other sections of the village community. 
This movement can only create the right climate for introduc¬ 
tion of that system. 
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Irrigation 


Soil, seed and manure may be good, implements and cattle 
efficient, but without an adequate and regula^upply of water, 
agriculture must‘ remain precarious. Whe®fcainfall is not 
seasonal and adequate, artificial irrigation il^wiispensable for 
-agricultural operations. ^ 

The average rainfall in India as a whole is 45 inches per 
annum, but local variations are considerable. For instance, in 
western Bajputana, it is only 10 inches in the year, while in the 
submontane tracts of ILP. it goes up to 100 inches. Besides, rain¬ 
fall is unequally distributed through the seasons. Most of the 
rain (except in Madras) falls between June and October. The 
rest of the year is very dry. Thirdly, rainfall is sometimes defi¬ 
cient and is liable to failure. Thus, before the era of railways 
and canals, “ghastly famines ravaged the country periodically 
and scarcity was the common lot of the people over large areas”.*’ 

So far we have utilised only a fraction of our. water re¬ 
sources. The resources have been estimated at 13,560 lakh acre- 
feet of which approximately 4,500 lakh acre-feet are utilisable 
for irrigation. But 880 lakh acre-feet representing only 6.5% 
of the total and about 19 5% of the utilisable water were actually 
utilised up to 1951.* By the end of the Second Plan, it was esti¬ 
mated that about 120 million acre-feet representing about 27% 
of the usable flow would be utilised. An additional 40 million 
acre-feet are likely to be used in the Third Plan, bringing the 
proportion to about 36% of the usable flow. 

The irrigated area in undivided India was 72 million acres, 
i.e., about 24% of the total. After partition the proportion in 
India fell to 10%—48 million acres out of 251 million acres. In 
1950-51, 51.5 million acres were irrigated and in 1960-61, 60 mil- 

1. Sir Bernard Barley in E^onomie Prohlem of Modem India, p. 148; 
Indian Tear Booh 1944-45, p. 288. 

2. India 1952, p. 228, 
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lion acres nearly. The percentage of irrigated area to net sown 
area is nearly 16%. 

Kinds of Irrigation Works 

There are three main types of irrigation works in India: (a) 
wells, (b) tanks, (c) canals. 

Out of a total area of 318 million acres of net sown area in 
1958-59, nearly 60 million acres were irrigated. The area was 
distributed under different types of irrigation as follows:— 

Irrigated Area {in millions of acrea)^ 





IVOU-Ol 

‘mcreaae or 
decreaaa 

Canals 

... 

20.5 

25.4 

+49 

Tanks 

... 

8.9 

11.5 

H-2« 

Wells 

... 

14.8 

17.4 

4-2« 

Other sources 


7.3 

5.9 

—14 

Total 


51.5 

60.2 

-1.87 


At the end of 1962-63, the total irrigated area in the coun¬ 
try was 70,0 million acres. It is interesting to note that in spite 
of the progress of canal irrigation, tanks and wells still irrigate 
a larger area comparatively. 

(a) Well Irrigation.—Surface wells. This is a very ancient 
and important method of irrigation accounting for 16.7 million 
acres or more than one-fourth of the total irrigated area of the 
-country. There are about million wells in India, of which 
about half the number are in U.P. alone. The chief well-irrigated 
8tates in ,India are Punjab, U.P., Madras and Bombay. Wells 
are mostly private works but the Government also helps in their 
construction by advancing taeeavi loans. On an average a well 
can irrigate 5 acres of land and gives an extra yield of a ton of 
food per well. The surface well has the great ad\?antage that it 
can be constructed with resources available within the country. 
Subsidies and loans are, therefore, granted by the Government 
for construction of wells. This is a very satisfactory and depend¬ 
able means of irrigation. 

(b) Tuba-wells. There are excellent prospects for tube-well 
irrigation m Punjab, U.P. and Bihar. A tube-well goes to a 
depth of from 60 ft. to 500 ft, and can be sunk only with the 
help of mechanized drilling equipment. It draws up about 33,000 
gallons per hour and can irrigate about 500 acres of land. There 
were 2,500 tube-wells in India before 1951. The First Plan pro- 
•vided for the construction of 5,830 tube-wells. On completion 


3. Inm 19$4, p. 
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they were expected to irrigate 2 million acres. But only 4,422 
tube-wells were actually completed in the First Plan. The Second 
Plan had a programme for the construction of 3,581 additional 
tube-wells. The outlay on these was estimated to be Rs. 20 crores 
and the area expected to be irrigated 9 lakh acres. U.P. has 
the largest number of tube-wells—4,650 in number. Another 
1,500 were to be dug in U.P. in the Second Plan. Punjab, Bom¬ 
bay, Bihar and Madras come next in the picture. As compared 
with the surface wells, they are not only cheaper to work, but 
they also relieve our weak and overworked cattle of the great 
strain of working at the well. Where canal irrigation is likely 
to give ri§e to the evil of water-logging as in Eastern U.P., this 
is the best method. 

(c) Tanks. While wells can be privately owned, tanks are 
almost always owned by the State. Outside Punjab they are 
found in almost all States, but Madras has the largest number. 
They are of all sizes ranging from big lake.s—formed by the erec¬ 
tion of high dams across the beds of rivers—to village ponds. 
Most tanks are old and are silted up. They are of great use in 
places where it is not possible to construct canals. They are 
thus generally found in the South where the soil is rocky. Bain 
water is stored in them in the rainy season and utilized in the 
dry part of the year. In all, nearly 11 million acres are being 
irrigated by tanks. Of these 3 million acres are in Andhra and 
Madras States. 

Minor irrigation projects are not so expensive and produce 
quick results. Hence they are being paid special attention by 
the Government. 

(d) Canals are the most important single form of irrigation 
in present times. They irrigate nearly 24 million acres put of th(f 
total irrigated area of 56 million a,cres, i.e., over 40%, With very 
few exceptions, they have all been constructed and are being 
maintained by the State. They are usually of two types: peren¬ 
nial and inundation. Perennial canals have an assured supply 
of water all the year round. Inundation canals get water only 
in flood time. A third type, storage works canals, are construct¬ 
ed by building a dam across a valley to store rain water. This 
water is then used for irrigating lands in the dry part of the 
year. Such works exist mostly in Deccan and Madhya Pradesh. 

Multi-purpose River Projects 

India’s water resources have been provisionally estimated at 
13,560 lakh acre-feet of which about 760 lakh acre-feet (i.e., about 
17% of the usable flow or 5.6 of the total annual flow) had been 
utilised up to 1951. By the end of the Second Plan, 1,200 lakh 
acres (i.e., 27% of the usable flow or 8.9% of the total annual 
flow) had been utilised. An additional 400 lakh acre-feet .are 
likely to be utilised in the Third Plan bringing the proportion to 
36% of the^ usable flow. The possibility of having irrigation 
canals by diverting the normal flow of rivers has been almost 
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exhausted. The future development therefore cap be only ip 
the direction of storing river water by building dams or construc¬ 
tion of nnnor irrigation works such as tanks or wells or installa¬ 
tion of water-lifting devices. It is the responsibility of the Cen¬ 
tral Water and Power Commission to initiate, co-ordinate and 
further the schemes for the control, conservation and utilisation 
of water resources throughout the country for the purpose of 
flood control, irrigation navigation and hydro-electric develop¬ 
ment. 

A word about major irrigation projects. 

Bhakra and Nangal Projects 

Tim whole economy of Punjab was unhinged by the parti¬ 
tion. The Government thought of the Bhakra Project to place 
the economy of this infant State on a sound footing. 

The Bhakra Nangal Project consists of a 740-ft, high dam 
(the highest in tlie world) across a gorge at Bhakra 90-ft, high 
Nangal Dam; 40-nulc long Npngal Hydel Channel and the power¬ 
houses at Bhakra. Ganguwal and Kotla and a reservoir about 50 
miles long. The Nangal.Dam is located H miles downstream. All 
works, except the Bhakra Dam and its i>ower houses, have almost 
been completed. The dam was completed in 1962. The power 
house on the left bank has been completed and the work is being 
done on tlie right bank power house. The entire cost is estimated 
to be Es. 175.6 crores nearly. 

The Bhakra irrigation syst(‘m consists of nearlj' 650 miles 
of lined canals and more than 2,200 miles of distributaries com¬ 
manding a total area of about 67.6 lakh acres. Of this the culti¬ 
vable commanded area will be 58.6 lakh acres and 36 lakh acres 
will be annually irrigated on full development. In addition an 
area of 37 lakh acres will get increased water supply. In 1961-62 
an area of about 20.89 lakh acres was irrigated by the Bhakra 
Canal Syst<‘m in the Punjab and Bajasthan. It is anticipated 
that on full development there will be an additional outturn of 
8.5 lakh tons of wheat and other foodgrains, 5.9 lakh bales of 
cotton, 1.5 lakh tons of sugarcane and 0.3 lakh tons of pulses and 
oilseeds. 

There are two power houses at Ganguwal and Kotla with a 
capacity of 96,000 kw, ea^ch. These power houses are in opera¬ 
tion. It is proposed to instal one additional unit of 29,000 kw. 
each in Ganguwal and Kotla power houses. The left bank power 
house at Bhakra will have 5 generating sets of 90,000 kw. each. 
With the addition of all these units, there will be an installed 
capaoity of 6,04,000 kw. and firm capacity of 3,32,0(K) kw. 

The project will largely solve the economic problems of Pun¬ 
jab. , It is already dispensing benefits to the people. By the end 
of the Second Plan it was expected to suf^ly power to 5,000 
vfll^s and 130 big towns. Delhi k idso benefitiug from the 
project. 
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Bm 8 Project 

With the completion of the Bhakra Project being in sight, 
preliminaries have been tuniertaken in regard to another gigan> 
tic venture—the Es. 200-crore Beas Project. Soon a new town¬ 
ship—^Talwara—^will appear on Punjab’s map to serve as the 
base of operations. 

The Beas project fits impressively into what may eventually 
form a master plan for the development of the three eastern 
rivers—^the Sutlej, the Beas and the Ravi—allotted to India under 
the Indo-Pakistan canal water treaty. 

The, scheme is truly Indian in conception and execution. 
The Beas waters will be diverted through the formidable moun¬ 
tainous reaches to fall into the mammoth Bhakra lake from a 
height of 1,000 ft. Beas Control Board has been formed—^follow¬ 
ing an agreement between the Governments of Punjab, Rajasthan 
and Himachal Pradesh—to take charge of all technical and finan¬ 
cial aspects. 

The Beas project consists of two units—^the Beas-Sutlej link 
(unit one) and the Beas dam at Pong (unit two). These together 
will not only harness the Beas power potential but will also create 
an irrigation ‘grid’ enabling great flexibility in the operation of 
water releases for canal systems from the Sutlej and the Beas. 

The Beas-Sutlej link will comprise: (1) Pandoh dam: this 
will be a diversion dam located near Pandoh village, 13 miles 
upstream of Mandi town. It will be a straight gravity dam, 150 
ft. above the river bed with an over-flow spillway and desilting 
outlets. It is estimated to cost Rs. 12 croros; (2) Pandoh-Suketi 
tunnel: the primary function of the tunnel will be to transfer 
Beas waters at Pandoh into the hydel channel located along 
Suketi valley. It vrill cost Rs. 16 erores; (3) Suketi hydel chan¬ 
nel, estimated to cost Rs. 6 crorcs, will be seven miles in length 
and will link the Pandoh-Suketi and Suketi-Sutlej tunnels; (4) 
Suketi embankment; a small forebay reservoir will be provided 
at the tail-end of the hydel channel to balance the weekly load 
fluctuations at the Sutlej power plant. The storage capacity will 
he 10,000 acre-feet. Cost Rs. 6 erores; (5) Suketi-Sutlej tunnel: 
a Rs. 20-crore dual function tunnel, eight miles long, it will not 
only generate power at the Debar power station, but will also 
help fill the Bhakra lake; (6) Debar power plant: it will be situat¬ 
ed on the right bank on the Sutlej, 40 miles upstream of the 
Bhakra dam and 1,000 feet downstream of the confluence of 
Bharai khad with the Sutlej. The power units will be fed 
through the Suketi-Sutlej power tunnel and surface pmistoelts. 
Six units of 100,000 kw. each wiU he installed at a cost of Rs. 20 
«jrores. 

The Debar sad Pong power plants, working in grid with 
Bhakra, wUl gcaaerate 483 mw. power at 100 per cent load factor' 
over a^ the present generating capacity (267 niw.) af 

the BJudem power plant alone. Besides averting power 
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the scheme will help stabiluse the economy of the region. The 
Beas Project, as a whole, is expected to irrigate 19 lakh aeres 
in Eajasthan and 6 lakh acres in Punjab. This is expected to 
yield 25 lakh tons valued at Es. 66 crores worth of crops annual¬ 
ly 20 years hence. 

The Beas dam site is situated near Pong village, 24 miles 
from Mukerian. It will store Beas waters for utilization in the 
Punjab and Eajasthan areas and is mainly an irrigation scheme, 
although provision has been made for exploiting the available 
power potential. The reservoir will have a gross storage capa¬ 
city of 6.55 million acre-feet, with a dead storage capacity of 
105 million acre-feet. The U.8. has offered $33 million and the 
World Bank $23 million for the execution of the plan. 

Special significance attaches to this project on account of the 
Rajasthan canal. Development of irrigation in the Eajasthan 
canal will be extremely handicapped if winter supplies are not 
made available. The project, which is estimated to cost Rs. 20S 
crorcs, will have a total installed capacity of 9.96 lakh kw. of 
power and irrigate a total of 6.8 million acres of land in Pun¬ 
jab and Eajasthan. 

A project proposed for the second unit will ensure exten¬ 
sion of perennial irrigation to about 50 lakh acres in Punjab and 
Eajasthan. Besides, a power plant witli an installed capacity of 
240 mw. will be constructed. 

Damodan Valley Project 

The Damodar flows through Bihar and Bengal. The river 
and its tributaries are very turbulent. They overflow their banks 
and do havoc to a large area. The project consists of 4 storage 
dams at Tilaiya, Konar, Maithon and Panehet Hill, with hydro¬ 
electric installations of a total capacity of 1.04,000 kw. attached 
to all the dams except Konar. Then there are three thermal 
power stati')ns at Bokaro, Durgapur and C^handrapura with a 
total capacity of 6,25,000 kw. There is an (‘xtensive power trans¬ 
mission grid and an irrigation barrag(‘ at Durgapur with canals 
and distributaries. During the Third Plan, two units of 1.25 lakh 
kw. each are to be added to the DVO system, raising the total 
power generating capacity to 9.79 lakh kw. Tt is one of the most 
important projects in India. The total cost of the first phase 
was expected to be over Ks. 96 crores. The Government has creat¬ 
ed a semi-autonomous body to manage it, called the Damodav 
Valley Corporation on the model of T.V.O. in U.S.A. 

It has been designed primarily for flood control. But it 
will also provide irrigation and navigation facilities. Increased, 
production is valued at Es, 5 crores a year. In the near futwe 
this area may come to be stylad as the Ruhr of India. The valley 
with 80% of all India’s coal, -90% of all her iron, all her copper, 
70% of her chromite and mica, half her fire clay and nearly half 
to china-clay and asbestos, is literally the mineral store-house 
of the country. With the provision of cheap electric power, it 
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will be possible to start heavy industries and electro-chemical in* 
dustries. The ‘Valley of Sorrow’ will thus be turned into a valley 
of plenty. 

The Tilaiya dam, 99 ft. high and 1,200 ft. long, was complet¬ 
ed in 1952, the Bokaro Thermal Station with an installed capa¬ 
city of 1,50,000 kw. (to be eventually raised to 2,25,000 kw.) was 
commissioned in 1953 and so was the Tilaiya Hydro-electric Sta¬ 
tion; the Durgapur Thermal Station with an installed capacity 
of 1,50,000 kw. was commis.sioned in 1960. The work on the 
third thermal station at Chandrapur with an installed capacity 
of 1,25,0W kw. is in progress; the Konar Dam was completed in 
1955; the Maithon Dam was completed in September 1957, and 
the work on the biggest of the four Panchet Hill dam was com¬ 
pleted in 1959. The barrage at Durgapur was opened in 1955. 
It is expected to irrigate 9.73 la,kh acres of land through a net¬ 
work of canals and distributaries. Nearly 85 miles of the main 
left bank canal will be navigable. 

* Mahanadi Valley Project 

This project will harness the river Mahanadi, It will comprise 
three dams—at Hirakud near Sambalpur, at Tikarpara, 130 miles 
down, and at Naraj near Cuttack. It will help to set up fac¬ 
tories to manufacture cement, steel, sugar and chemicals and thus 
convert this area into one of the richest. The Hirakud Dam is 
big and marks the coming of a ‘new age’ and ushers in a new 
era of agricultural and industrial progress. 

The Hirakud Dam, 15,748 feet long, is the longest in the 
world. It will impound 67.5 lakh acre-feet of water and form a 
280-sq. mile lake. The Bargarh canal got its flow of water in 
1956. This project is expected to irrigate 5.7 lakh aeues in Sam- 
balpnr and Bolangir districts. The main dam and dykes have 
been completed in all reaches. The entire net-work of canal dis¬ 
tribution system was completed in March 1960. The power house 
at the base of the dam with a capacity of 1,23,000 kw. has been 
commissioned. According to a revised estimate its cost will be 
Bs. 70.78 crores. With the inauguration of the Chiplima power 
house in September 1963, the total installed capacity of the Hira¬ 
kud System is now 270 mw. The Hirkud project will irrigate 
5,70,000 acres in Sambalpur and Bolangir districts. It also envi¬ 
sages to supply perennial water to the delta irrigation scheme 
which will irrigate 15,95,356 acres in Cuttack and Puri districts. 
A scheme costing Bs. 14.92 crores has been sanctioned for delta 
irrigation and when completed it will supply perennial irriga¬ 
tion to 15.95 lakh acres annually in the Cuttack and Puri dis¬ 
tricts. 


Tnagabhadra Project 

It is a joint undertaking of Hyderabad, Andhra and Mysore. 
It comprises a dam 7,942 feet long and 162 feet high; a I27-m % 
long canal (called the Left Bank Canal) and 217-mile longr 
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(called the Low Level Canal) and 122>mile long canal (called 
the High Level Canal) and power houses on both sides. 

The reservoir, which hf^ a waterspread of 146 square miles 
will store 30 lakh acre-feet of water ultimately. The two canals 
will irrigate nearly a total of 8.3 lakh acres in Andhra Pradesh 
and Mysore States. The two power stations of the project of 
9,000 kw. each have been set up. The two generating units of 
9,000 kw. each have been commissioned. Below the dam on the 
left side, a power house is going to be constructed where three 
generators of 9,000 kw. each will be installed and another unit 
of 9,000 kw. each is expected to be added in 1964. The main 
dam has been completed except some minor works which are in 
progress. The project is estimated to cost Rs. 60 crores. An 
area of 1.23 lakh acres in Andhra Pradesh and 2.60 lakh acres in 
Mysore has been brought under irrigation. 

Kosi Project 

It is primarily a flood control project. Kosi has been, called 
a River of Sorrow for North Bihar and the average annual loss 
from floods has been estimated at Rs. 10 crores. The scheme con¬ 
sists of (a) a 3-mile long barrage on th(‘ river Kosi along Indo- 
Nepal border near Ilainimannagar, (b) 70-miIe long embank¬ 
ments on both sides, (e) 4 division eliaimeis, and (d) a canal 
system. It is estimated to irrigate nearly 22.85 lakh acres on 
the left bank of the river and 8 34 lakh aeres on the right hank 
in Bihar and Nepal, and generate 20,000 kw. Nearly 6 lakh acres 
had become flood-free due to construction of embankments. Till 
January 1964, Rs. 50.09 crores had been spent on different 
schemes of the Kosi Project and it is estimated that Rs. 27.77 
crores more would be spent to complete the project 

Ghambal Project 

It is meant for Madhya Pradesh and Rajasthan. It envisages 
3 dams across river Chambal. The first stage called the Gandhi 
f^agar Dam will irrigate 11 lakh acre's and produce 80,000 kw. 
of power. The second stage called Rana Partap Sagar Dam lias 
been started. When completed, it will provide irrigation facili¬ 
ties to 3 lakh acres and generate 90,000 kw. The third stage has 
also been undertaken which comprises the con.striie<^i(»ii of Kotah 
Dam and a power station which will have three units of 33 000 
kw. each with provision for the installation of fourth one. The 
first stage is estimated to cost Rs. 63.59 crores and the second 
stage Rs. 17.21 crores. 

Btayurakshi Project 

It is in West Bengal, on the river Mayurakshi. The canals 
-on either side will irrigate 7.2 lakh acres annuallj and generate 
■4,000 kw. Canada has provided financial aid equal to two-thirds 
of the total cost of Rs. 16 crores. The dam, cajlled Canada Dam, 
1V98, completed in 1955 and the two generating sets wer<; com-' 
hniSBioned respectively in 1056-57. 
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Bihaad Pro|6ot 

It consists of a dam across the river KihanU near yiliagre 
Pipri in District Mirzapur (U.P.) and a power station with an 
initial capacity of 2.5 lakh kw. and nltimate installed capacity 
of U lakh kw. The project has been completed at an approximate 
cost of Bs. 50 crores. Power from the project is used for large- 
scale industrial and agricultural development of an economically 
backward region of TJttar Pra^deBh by providing cheap power for 
cottage industries as. well as for medium and major industries. 
Power is also supplied to operate tube-wells capable of irrigating 
about 14 lakh acres in and about 5 lalch acres in Bihar. Not 
only will the Bihand Project bring prosperity to the poverty- 
stricken eastern districts of Fttar Pradesh, but it also holds pro¬ 
mise of becoming the centre of a vast new industrial complex. 

Rajasthan Canal Project 

This project was sanctioned in July 1957 and it is estimated 
to eofifc Bs. 66,47 crores. The canal will take off from the Harike 
barrage across the river Sutlej. The Bajasthan feeder will be 
134 miles long of which first 110 miles lie in the Punjab territory. 
The Bajasthan Cana] proper will be 291 miles long and will lie 
entirely in Bajasthan territorj'. The lengtli of hranees and dis¬ 
tributaries will exceed 5,000 miles. To begin with, the Bajasthan 
canal will be fed by flow supplies from the Bavi and Beas rivers. 
Later, the flow supplies will be supplemented by stored waters 
from dams proposed to be constructed on these two rivers. It 
is going to be the biggest and the longest irrigation system in the 
world and would take 8—10 years to complete. It is proposed to 
pomplete the project in two stages. The first stage comprising 
the Bajasthan Feeder and the first 122 miles of Bajasthan canal 
is expected to be completed in 1968-69. The second stage will be 
completed in 1975-76. 

The Bajasthan canal will irrigate nearly 36 Kkh acres of 
the virgin desert which today is parched and waterless and dot¬ 
ted with shifting sand dunes. The project is estimated to cost 
Bs. 184 crores. Foodgrains valued at Bs. 64 crores nearly on 
the irrigated land will be produced every year. With the com¬ 
pletion of the Punjab portion of the feeder in July 1964, water 
was let into the canal at its origin at Harike-point on the Sutlej. 

Benefits from River Projects 

It is a settled fact that “the possibilities of diverting the 
normal flow of rivers into irriga,tion canals have almost been ex¬ 
hausted”. Future development of irrigation, therefore, lies only 
in damming rivers and impounding surplus waters in the mon¬ 
soon season and using it in the dry parts of the year. 

The supply of water perennially to thirsty lands will pro¬ 
vide a long range solution to the food problem in India. By 
1^61, the irrigated area in India had risen to about 88 mililon 
from 51 million acres in 1951 and 56.2 million acres in 195$-^^ 
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In addition to bridging the food deficit gap, the projects will 
zuahe good the deficiency in commercial crops like cotton and 
jnte and pave the road to industrial prosperity. The projects 
will also provide large amounts of electric energy for our large- - 
scale factories. 

There is no other way to control floods in India which spread 
havoc during the rain}’^ season except by creating lakes in the 
rainy season. 

The projects have been very useful in village and town elec¬ 
trification. The supply of energy to towns and villages makes 
possible the establishment of small-scale industries (besides big 
industries) in the rural areas, runs tube-wells, subsidises agricul¬ 
ture, and provides work for the thousands in their homes. 

One of the main objectives of the Second Plan is to provide 
employment opportunities in the countrji. The role of river val¬ 
ley projects in this direction is obvious. The projects create 3 
different kinds of employment: (a) revolving employment—im¬ 
mediate work whieh lasts only as long as the project is under 
construction. Labourers, skilled and unskilled, will have to 're¬ 
volve’ to other work of a similar type after the project is com¬ 
plete, (b) indirect employment created by persons earning fresh 
incomes and (c) sustaining employment arising from a complet¬ 
ed project. 

Among tb(* other benefits which result from the projects may 
be mentioned internal navigation, development of &heries, pro¬ 
vision of clean drinking water and recreation for th(‘ sick and 
tired. 


Development Programme 

India is fortunate in her water resources, but they remain 
largely unutilized. The rest run to waste. The possibility of 
using the. normal water supply of rivers for irrigation has been 
exhausted. Hence the surplus river flow in the rainy season is 
to be dammed and used in the dry part of the year. Large areas 
are lying waste while others produce poor crops for want of 
water. Besides, the total installed capacity of hydro-electric 
power is not more than half million kw. against a potential of 
^ about 40 million kw. Consequently the highest priority was being 
given to irrigation and power schemes under the First Five-Year 
Plan. It is intended to double the irrigated area in India within 
15 to 20 years. 

Ilie aggregate estimated cost of the major and minor irriga¬ 
tion schemes included in the plrst and Second Plans is of the 
order of Rs.^ 1,400 crores and on full development they are ex¬ 
pected to irrigate about 38 million acres. By the end of the First 
Finn, an outlay of Rs. 380 crores had been incurred on these 
' schemes mi^d the outlay of them in the Second Plan was estimated 
at Rs. 370 crores. In the Third Plan, they will require a tqtal 
outlay of Rs, 486 crores. Some of these projects will continue 
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beyond the Third Plan. The progress of irrigation up to the end 
of the Pirst and Second Plans and the targets for the Third 
Plan are shown below:— 

, Area Irrigated (mlUhn acres) 




1950-51 

1955-66 

1960-61 

1965-66 

Major and medium 
gation 

irri- 

• • • 

29,0 

24.9 

31.0 

42.6 

Minor irrigation 

aaa 

29.5 

21.3 

39.0 

47.6 

Total 

•a a 

51.5 

.>6.2 

70.0 

90.0 

In order to 

seenre 

maximum 

benefits 

within the 

shortest 


time from the large invgstment that is being made in irrigation 
work and to avoid injury from waterlogging, etc., the Third Plan 
lays emphasis on the following category of schemes: (a) com¬ 
pleting Continuing schemes right up to the cultivators' fields, (bl 
drainage and anti-waterlogging schemes and (c) medium irriga¬ 
tion projects. The total irrigation potential remaining unused 
at the end of the Second Plan was 3.2 million acres. During the 
Third Plan, additional irrigation potential of about 13.8 million 
acres is expected to be created from continuing schemes and 2.4 
million acres from the new schemes in the Third Plan. The total 
cost of irrigation and flood control programme in the Third Plan 
is Es. 661 crores. This inedudes Rs. 436 crores for irrigation pro¬ 
jects carried over from the Second Plan and Rs. 164 crores for 
new projects and Rs. 61 crores for flood control, drainage, water¬ 
logging and anti-sea-erosion schemes. 

By the end of 1963-64, about Rs. 291 crores will have been 
spent on irrigation ]>rojects against the Plan provision of Rs. 600 
crores. 

But it is also very necessary that the irrigation facilities 
created by the irrigation works are actually used. Utilisation is 
as important as creating irrigation potential. The irrigation 
potential of major and medium projects increased from 12.09 
million acres in 1960-61 to 14.27 million acres in 1962-63, where¬ 
as the utilisation increased from 71% to 74.2% (10.6 million 
acres). The irrigation potential created in 1963-64 was of the 
order of 16.34 million acres and utilisation 13.80 million acres, 
i.e., 80%. Against the estimated Third Plan potential of 29.47 
million acres the irrigation potential likely to be achieved as esti¬ 
mated by the mid-term Plan appraisal is 23.16 acres and utilisa¬ 
tion 18.60 million acres as against a target of 22.47 million acres. 

The position is that there is not only vast area of land thirst¬ 
ing for irrigation but there is also plenty of water available for 
i^lf^ation. There is also a curious fact that the irrigation poten¬ 
tial created by the new irrigation projects is not being fully ntif 
lised immediately. Obviously it is a great national waste. Tt 
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liaa b«€n estimated that only 80% of the ixrigatioxi potential has 
%eezi utilised. The following steps are essential for accelerating 
-this utilisation: (a) Adequate faucial aid to the funners to 
enable them to prepare their lands for receiving water, (b) eon- 
atruction of field channels, (c) colonization where population is 
thinj and supply of fertilizers where the soil is poor. 

The Government of India has asked the State Governments 
to establish river boards for Mahanadi, Narmada, Mahi, Tapti, 
Beas, Ravi, Jumna, Cauvery and Ajoy basins. These boards are 
meant for controlling and regulating the supplies of the inter¬ 
state rivers for optimum utilisation and dealing effectively with 
problems in respect of irrigation, liydel power generation, flood 
•control, soil conservation, drainage and navigation. 

Danger of Irrigation—^Waterlogging 

Large irrigation projects have not proved an unmixed bless¬ 
ing. Waterlogging and salt effervescence in certain areas have 
led to deterioration of the soil and unhealthy surroundings. Much 
land has thus become unfit for cultivation due to the risv in the 
ground water level, the effects of which appear as (i) saturation 
of the soil, locally known as ‘sem’, (ii) concentration of salts in 
the upper soil, known as ‘tliur’ or ‘khar’. 

The approach of the danger is marked by the following 
stages:— 

(i) For one or two years ‘baraiii’ erojis are unusually success¬ 
ful. (ii) Tn the third year patches of ‘kallar’ begin to appear on 
the affected fields and seed does nol germinate, (iii) Yield be¬ 
gins to diminish and patches extend, (iv) Depression in close 
proximity to the canal remain full of water of a rusty colour, 
(v) The spring level rises closer to the surface, (vi) Houses in 
the ‘abadi’ begin to crumble, (vii) An obnoxious odour is emit¬ 
ted by abadis and the drinking water tast<'s raw.^ 

What happens is that the salts of the soil come up to the 
surface with the rise of sub-soil level. The canals bring this 
about in two ways. They interse<‘t drainage lines and cause rain 
or flood water to be held up. Secondly, they cause their own 
water to seep until it reaches the spring level, “If the sub-soil 
outflow is not enough to balance the inflow, the spring level rises, 
being drawn up by capillary attraction and all the salts of the 
earth come to surface and make the laud unfit for crops”. 

The main causes of waterlogging are: (i) not lining the 
'^canals, (ii) ignoring of natural drains existing in the area by the 
engineers when constimeting roads or making canals, (iii) serious 
floods and unusually heavy rains, (iv) grabbing by the peasants * 
of lands under the ‘nulla', and (v) engineers not taking account 
•of the unusual floods and modes of their discharge. 

• .The remedies usually suggested for this phenomenon are. 

1. Brij Nararn —Indian Haonomic Life, p. 31^3. 
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(a) Fnmping out of water by ttdi)e-weUs and other methods of 
Coinage, (b) Proofing of canal beds by concrete, (e) Opening 
ont of obstructed drainage by remaking the whole canal, (d) 
Replacing canal irrigation by well irrigation, (e) Prevention of 
overdrrigation. The present system of supply leads to over-ii^ 
gation. Charge for water is made not aceormng to the quantity 
of water used but according to crops matured. ^ The sale of water 
by volume would make the cultivator economise water. 

In Maharashtra and Gujarat 10,800 acres are waterlogged, 
in Jammu and Kashmir 4,500 acres and in New Delhi 3,200 acres. 
Waterlogging has assumed serious proportions in the Punjab 
affecting. 19.7 lakh acres. About 21,000 acres of land in 35 vil¬ 
lages in Rohtak district have been rendered unfit for cultivation 
and about 10 lakh acres of fertile Doaba (Jullundur area) land 
are waterlogged. There is a serious danger of entire Ouvdaspur 
District becoming swampy stretch of land in five years’ time. In 
Sarawan village barely 10 acres out of a total of 400 acres wore 
brought under wheat in 1958. Vast areas varying from 25 to 
40% in, many districts of the State are waterlogged. In 1957 the 
Punjab Government set up an action committee consisting of 
heads of several departments to tackle the problem. 

The problem was discussed by representatives of the Central 
Water and Power Commission and the Planning Commission with 
the Chief Engineers of the Punjab. At this meeting, the recom¬ 
mendations of the action committee formed the basis of discus¬ 
sion. 

The representative of the Centri* made the following sugges¬ 
tions which are at present under consideration of the State Gov¬ 
ernment. 

(i) Work should be concentrated on imjiroviiig sui'face drain¬ 
age in the State; 

(ii) A correct appraisal should be made of the extent of 
waterlogged areas by careful observation of Water table, 
both in the pro- and post-monsoon periods. A map 
should be prepared to depict the depth of the water 
table in the various regions; 

(iii) “Thur” affected areas should be carefully assessed and 
shown on maps before any large-scale remedial mea¬ 
sures are considered; 

(iv) Treatment of “thur” land should be taken up in stages, 
beginning with a pilot scheme; 

(v) Anti-waterlogging measures should be concentrated in 
selected areas to produce significant results instead of 
spreading work over large areas; 

(vi) Lining of distributaries and minors, as of the main 
streams of water sources, should be taken up in selected 

J regions where the problem is most acute: 
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(vii) The use of pereolaticm wells should be eneoutaged where 
the ground water leTel is high. Electricity at conces- 
siouid rates might be made aTailable for puiupiug from 
such wells; 

(viii) A pilot scheme for making underground line drains in 
a selected area should be prepared to demonstrate its 
effectiTenesR before a large-scale programme is launched. 

It will be seen that there is no set solution for reclaiming 
waterlogged areas. Solution for each area has to be found after 
a thorough investigation of the specific causes of waterlogging 
in that area. 

For checking further waterlogging, the Punjab (rovernment 
have laid stress on the construction of flood protection worka 
along rivers, and on the improvement of land surface drainage. 
These measures are being ta^en by the State Government under 
the flood control programme under which the State Government 
asked for a provision of Rs. 8 crores in the Second Plan period. 
The Plan provision for flood control measures all over the coun¬ 
try was originally fixed at Rs. 60 crores only, out of which Pun¬ 
jab’s allocation was Rs. 4 crores. Other states are also alive to 
the problem and are taking appropriate measures. But it will 
take some years to fight this serious menace. In the Third Plan 
a provision of Rs. 61 crores has been made for schemes relating 
to flood control, drainage, waterlogging, cte. 



Chapter 


Marketing of Agricultural 

Produce 


In tlie past, India had a self-sufficient village economy. All 
that was produced was consumed in the village or its neighbour¬ 
hood. The problem of marketing did not exist. Things have 
now changed. The surplus produce of the village is sold in dis¬ 
tant markets. The economic position of the peasant depends on 
the money he can secure from the surplus he has to sell. He 
has little control over prices which are determined by the broad 
factors of supply and demand in the world at large. His sale 
proceeds can be increased by handling the produce better and 
reducing the charges of intermediaries between him and the con¬ 
sumer. This means an imx)rovement in agricultural marketing. 
The Agricultural Commission said: “Until he (the pea.sant) stu¬ 
dies the art of sale, either as individual or through emnbination 
with other producers, he will always come off s'’cond best in his 
contest with the high specialised knowledge and the vastly supe¬ 
rior resources of those who purchase his produce.’” His main 
handicaps are that he has to sell his produce at an unfavourable 
place, at an unfavourable time, and on unfavourable terms. 

Essentials of Good Marketing 

In order to sell the produce to the best advantage of the pro¬ 
ducer several conditions must be present. In the first place, 
the quality of the product should be good. Good quality can be 
assured by using standard seed, by adopting correct methods of 
harvesting, by grading the product, by storing it well and by 
avoiding malpractices like adulteration. The second essential 
of good marketing is the staying power of the seller. If he is 
oompelled to sell just after the harvest, the selling pressure will 
depress prices. The peasant should, therefore, have enough re- 
aerves to pay land revenue and meet other needs. The third 
essential of good marketing is the good means of oommuuieation 


1. Beport, Agricultura] Commission, p. 382. 
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and traxuiport. If these are absent, the peasant will be forced 
to sell to itinerant purchasers or the local dealer at low prices. 
The peasant should also be aware of the changes in the market 
prices. Fourthly, there should be well conducted markets a;t con¬ 
venient distances. Lastly, good marketing eliminates exploita¬ 
tion of the seller and reduces the number of intermediaries. 

Present System of Marketing 

There are three types of markets in India, namely: (1) Hats- 
and shandies, (2) mandis, and (3) retail markets. The primary 
producer generally comes into contact with the first type only. 
Hats are markets periodically held, usually once or twice a week. 
Shandies are held at longer intervals or on special occasions. 
Both agricultural produce and livestock are sold in these mar¬ 
kets. A Hat is generally meant for one village; sometimes it 
commands an area with a radius of 60 to 70 miles. 

The Rural Credit Survey Report puts the quantity of pro¬ 
duce sold at 4 lakh niaunds. In addition to foodgrains,* oilseeds 
and pulses, gur, tobacco and vegetables are also sold. I. i us 
now study these systems. 

(i) Sales in Vill^e ‘Hats’. The proportion of produce sold 
in a year differs with the individual. The “surplus” sold is 
greater for commercial crops than food crops. The, prosperous- 
cultivators may sell a large imoportion later in the year but will 
not sell much at harvest time, 'fhe poorer peasant sells much 
more at harvest time to meet his obligations to Government and 
the money-lender and sometimes even at the cost of Ins p<'rsonal 
consumption. 

As for the proportion of produce sold in the village and that 
taken to the market, it has been estimated that 60 per cent of 
wheat, 35 per cent of cotton and 70 per cent of oilseeds are sold 
in villages, in the Punjab,^ For U.P. the figures are higher, and 
for Bihar, Bengal and Orissa are still higher. “The proportion 
of produce sold in the village is greater when cultivators are 
debt-ridden or carry on subsistence farming”. The proportion 
is also greater when means of communication are not adequate. 

The produce sold in the village is sold to middlemen. These 
middlemen may be village banias or itinerant beoparis, either 
purchasing on their own account or as agents of some ‘arhtiya’ 
in a secondary town market. But where the money-lender has 
his grip over the peasant, the latter is not a free agent. The 
debtor has then to sell to his creditor more or less on the latter’s 
terms. In any case when the produce is sold in the village, the 
cultivator obtains much less than he would if he carted it to the 
market. But to take it to the market he requires satisfactory 
means of carting and good roads, 

1. HuagaiJtt— MarTeetin/f of Affrindtwol Produce in Northern, India, p, 96. 

2. Itinemttt middlemen go under different i&ames in the various Btaljes,- 
Pooporlt in the Punjab, Sanfarm in the M,P., et«. 
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The reAsom why the cultivatorB tsell their produce iu village 
generally are: (a) Urgent ne^ for money; (b) bad roads; (e) 
uneeonomieal carting of the produce to the market as the surplus 
with the cultivator is small; (d) ignorance of market prices; (e) 
lack of time to go to the ‘mandi’; (f) the pledging of pro- 
duce to the local money-lender; and (g) the complex practices 
in the *mandi’ and physical discomforts in the town. 

(ii) Sales in tluf "Mandi’. Few markets in the countryside are 
•organised. The unorganised ones are more or less of a primitive 
character. They have no set customs or rules for sales and settle¬ 
ments of'accounts. There are no permanent functionaries. They 
are either owned privately or by local bodies. In Madras they 
are mostly owned by District Boards, in Assam, W. Bengal and 
Bihar they are mostly private. Uttar Pradesh has the largest 
number of such ‘mandis’. There are small ‘mandis’ from which 
‘arhtiya’, a mere agent, passes on the produce to his master in the 
large ‘mandi’. This part of the process of marketing aims at the 
collection and concentration of small surplus of the commodity 
from small farmers. Ultimately it goes to the wholesale inartets. 

Organized markets have developed in localities where -.taple 
products like wheat and cotton are grown, lu such places, .spe¬ 
cialization in crops has taken place and cultivation is governed 
by the prices prevailing in distant markets. This is ••specially 
the ease in areas where transport facilities are present. In these 
bigger ‘mandis’ the whole.sale ‘arhtiya’ facilitates grain transac¬ 
tions. He often supplies capital to the village ‘bania’ or ‘beoparf 
on the stipulation that the produce would reach him regularly 
At harvest time. He also acts as a commission agent of shroff 
and big exporting firms in the cities, thus forming an indispens¬ 
able link in the chain of middlemen between the cultivator and 
th<' shipper-buyer,' 

The wholesale ‘arhtiya’ is also known as ‘pacca arhtiya’. He 
should be distinguished from the ‘kacha arhtiya’, who 'acts as an 
agent for ‘beoparis’ in the villages. The ‘paeca arhtiya’ never deals 
directly with the cultivator-seller. In addition to the ‘arhtiya’, 
there are intermediaries called ‘dalals’. ’Flie ‘pacca arhtiyas’ hold 
stocks and sell to shippers, wholesale merchants a.s well as to 
retailers. 

Transactions in markets usually take place thus: The seller 
entrusts his goods to an ‘arhtiya’. There is also a ‘dalal’ dealing 
on behalf of the purchaser. Both the ‘arhtiya’ and the ‘dalal’ put 
their hands under a piece of cloth, and start catching each other’s 
fingers. The bargaining is usually in terms of annas, as there 
is generally no dispute about the rupee part of the price. The 
negotiations go on in this secret manner till they are either called 
off owing to failure of an agreement or a price is settled, and the 
•seller is informed of it. In some cases produce is sold by open 
auction. Sales by auction are gradually replacing tbb, se^ipet 

■ mu. . " I » " 
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aalea in bigger markets. In a few ^mandis*, there are eo-opera- 
tive shops which take the place of the ^kacha arhtija’. As soon 
as the deal is effected, the ‘kacha arhtiya’ pays to the seller. 
Through the ‘arhtiyas’ the produce is passed on to retailers, to 
mills and to exporters. 

(iii) B^^ulated MajiEets. Most of the States in India have 
legislated to regulate markets. So far (1960-61), 725 regnd&ted 
markets have been set up in seven States. The object is to eli¬ 
minate existing evils in unauthorized markets. Fictitious sales 
and mock auctions should disappear. All the various existing 
evils are given in detail below. 

Defects 

The main defects of the present system of marketing in India 
are; (a) Indifferent quality of produce; (b) inadequate facilities 
of transport; (e) multiplicity of intermediaries; (d) lack of stor¬ 
age and warehousing facilities; (e) fraudulent practices in the 
markets. We shall now discuss these defects and the steps taken 
to remedy them. 

(a) Indifferent Quality of Produce. The Indian produce does 
not enjoy a good reputation in foreign markets, though things 
have improved through organised troverument effort. The low 
quality of produce is due to (i) indifferent seed, (ii) pests and 
disease, drought or too much vain, (iii) primitive methods of har¬ 
vesting, (iv) lack of proper storage facilities which exposes grain 
to rain and rats, (v) deliberate adulteration and damping, (vi) 
absence of grading, etc. 

(b) Absence of Grading and Marking. Generally speaking, 
there is np grading of the commodities to he sold. The purchaser 
has, therefore, little confidence in the quality of the commodity. 
This proves a serious handicap in the marketing of such commo¬ 
dities. Some work in this direction has been done since the 
passing of the Agricultural Produce (Grading and Marking) 
Act of 1937, but the progress has not been satisfactory. 
Under this Act, licences are issued to reliable merchants autho¬ 
rizing them to grade agricultural produce under the close super¬ 
vision of the Government marketing staff. Such produce is ^en 
planed iu the market under the label of “AGMAKK'*. Among the 
^.ommodities graded so far include fruits, eggs, ‘ghee’, ‘atta’', oil¬ 
seeds, vegetable oils, cotton, rice, lac, etc. Demand for such grad¬ 
ed cozomodities from foreign countries has been on the increase. 

The Firat Five-Year Plan recommended eompulsdry grading 
for many articles but progress was not possible except in respect 
of wood, bristles and essential oils. Work in this direction should 
be eompleted at an early date. Grading is not only necessary for 
articles of export but also for commodities consumed in the coun- 
try^ Uaberatory faoiUties for testing quidity should be organis- 
■ed* By the end of the Second Plan, the Oentml Quidity Con¬ 
trol liaheratoty at Nagpur and eight subsidijwy laboratories were 
expected to start funetioning. 
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<o) Lack of Tra&spMt Facilities. ^‘India must still be re¬ 
garded as a backward country in respect both of railways and 
roads”. There are only 28 miles of railway line per 100 square 
miles in India. Lower freights, cold storage facilities, and intro¬ 
duction of standard containers can improve matters. 

India is poor in roads, too. The unmetalled roads are dusty 
and uneven in summer and swamp during rains. No wonder the 
villager prefers selling his produce in the village. A proper 
co-ordination of roads and railway services is necessary. Water 
transport is cheap and has great possibilities. 

(d) Lack of Marketing Intelligence. The lack of up-to-date 
market information places the farmer at great disadvantage. It 
also causes variations in prices in different markets. Commer¬ 
cial agencies do not make their information public. Daily market 
prices of some commodities are broadcast from A.I.R. stations, 
but the number of receiving sets in the villages is not adequate. 
The Marketing Staff should collect prices from “key markets” 
and disseminate them to country markets. The Second Plan pro¬ 
vides for the setting up of an all-India market news service for 
farmers. 

(e) Multiplicity of Intermediaries. There is a large number 
of intermediaries between the cultivator and the consumer. We 
have seen that the ‘beopari’, ‘kacha arhtiya’, ‘dalaV, ‘pacca arhtiya’, 
wholesaler and retailor, all earn a living. Each of them gets his 
reward. Some of them are whole superfluous, e.g., the ‘dalaP. 
By marketing through the village co-operative society, the con¬ 
sumer may be approached directly. It is, however, impossible to 
develop co-operative marketing to such an extent as to carry 
on the marketing of all rural goods in India. However, it was 
expected that at least 10% of the marketable surplus'^would be 
handled by co-operative agencies by 1961. Provision of good 
roads and the establishment of well-regulated markets, easy of 
access to the cultivator, will help the farmer to sell His produce 
at fair prices. 

(f) Lack of Storage and War^ouaing Facilities. Due to the 
lack of financial reserves the cultivator has to sell his produce 
just after harvest. He keeps back only what he needs for con¬ 
sumption or for seed. He, therefore, does not even think of stor¬ 
age structure. He stores grain largely in huge earthen containers, 
in pots and sacks, or in ‘khatti.s’ underground. In larger mar¬ 
kets produce is stored in ‘kothas’. Underground storage exposes 
the produce to white ants, rats and damp. Storage faefiities must 
be improved and increased. Licensed warehouses in important 
^mandis’ are essential. 

The Rural Credit Survey Report recommended the creation 
of a Central Warehousing Corporation and States Warehousing’ 
Corporations. These recommendations have been implemfhitel 
or are being implemented. During the Second Plan 16 
timis were to be set up and they were to establish wi^to- 
bousee at different centres with a total storage capBcify of a 
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million tons. The Ontral Corporation was to set xip ICWI large 
sized warehouses at 100 important centres. On the basis of ware¬ 
house receipts banks can make advances to those who deposit 
produce. 

(g) Fraudulent Praetioes. Another defect of the present sys¬ 
tem is the existence of a number of practices which defraud the 
cultivator-seller of a part of his price. Some of these practices 
are; (i) the same ‘arhtiya’ and ‘dalal’ act for both buyer and 
seller; (ii) settlement of price under cover; (iii) false weigh- 
ments; (iv) a variety of charges, etc. 

When the same agents act for buyers and sellers getting 
commission from both sides, the interests of the cultivator suffer. 
In a settlement of price nnder cover, the seller is kept in the 
dark until the priee is settled. This does not inspire confidence 
in him. Price should be settled openly. 

A large variety of weights and measures is used in the coun¬ 
try. In the same market, sometimes two sets of weights are 
used, one for buying and another for selling. Laws have been 
passed in different States to standardize weights. The evil, liow- 
ever, has not disappeared. A Standard Weights Act was passed 
by the Central L<*gislature in lO.'lf) to enable the provinces to in¬ 
troduce uniform weights and measures in all States. This led 
to smoother marketing of produce. But still a good deal remains 
to be done. Large markets should be equipped with weight 
bridges over which first the loaded and then the unloaded cart 
may be passed, thus cheeking the weighnwnts done in the mar¬ 
ket. 

The greatest scandal of present*day marketing in India is 
the multiplicity of charges levied on the seller. The total per¬ 
centage for wheat varies between Ks 1-7-2 in Punjab to Rs. 3-4-t 
in U.P. and Rs. 3-12-2 in Madhya Pradesh. The charge is high. 
The seller always pays more than the buyer. 

Those charges are the sum total of items like comraissioUj 
cooliage, weighment tips, charity for temple and ‘Gaushala*, etc. 
The seller can save about 50% of these charges if he sella through 
the co-operative shop. Why should the seller pay to the buyer’s 
servant, his ‘dalaV and his charitable activities? Superfluous 
charges should he made illegal and others made uniform. At¬ 
tempts have been made to achieve this object in regulated mar¬ 
kets. 

For the improvement of agricultural nfarketiug essential 
steps, theref(»re, are: (i) Grading of produce; (ii) standardisa- 
tion of weights; (iii) standardisation of market practices; (iv) 
reduction of Intermediaries and preventing exploitation by start¬ 
ing co-operative societies; (v) provision of storage and warc» 
housing facilities; and (vi) processing of some commodities co¬ 
operatively, In order to promote orderly marketing in the coun¬ 
try the Directorate of Marketing and Inspection is doing a lot of 
useful* work in the form of gradiiig and standardisation of agn- 
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cultural commodities, regpJation of matters and market prac¬ 
tices, marketing investigations and surveys, training of personnel 
in agricultural marketing, etc. 

[ Begulated Markets 

Two reforms are usually suggested to save the cultivator 
from the evils of the present system and to ensure him a fair 
price. One is establishment of regulated markets and the other 
is marketing through eo-operative societies. These two proposals 
have already to some extent been put into practice. Regulated 
markets! aim at eliminating unhealthy market practices and re¬ 
ducing marketing charges with a view to benefiting the pro¬ 
ducer. 

Regulated markets for cotton date in Berar from 1897. The 
Agricultural Commission recommended similar markets for other 
areas. Bombay passed a more comprehensive law—^the Bombay 
Agricultural Produce Markets Act, Such legislation is in force 
in mcpst of the States. 

At the commencement of the First Five-Year Plan in 1950-51, 
there were 262 regulated markets in the country and by the end 
of the First Plan, the number rose to 450. In the Second Plan, 
this number was to be doubled. In 1963 there number rose to 
over 1,000. In the Third Plan, it is proposed to bring the re¬ 
maining markets within the scheme of regulation. 

The main features of the Acts regulating these markets are 
as follows:— 

(a) A Market Committge is set up in each market to'adminis¬ 
ter it. The Committee represents growers, commission agents 
and traders, local bodies and the State Government. The Com¬ 
mittee is selected by the Government from among a panel of 
names submitted by the non-ofiScial members of the District 
Board and by traders in the market, 

(b) The Market Committee is to standardize the various 
market practices and charges and keep standard weights. Mar¬ 
ket charges are fixed, current weighment is ensured and im- 
authorised deductions are disallowed. The Committee sees that 
one broker does not represent both buyer and seller and ensures 
fair play. In cases of dispute, it will provide arbitration faci¬ 
lities. 

(c) The Act provides for the licensing of brokers and weigh- 
men and prescribes penalties for breach of law. 

The provision of these facilities will encourage the peasant 
to take his produce for sale to the regulated markets and earn 
him a fair price for his goods. 

The Directorate of Marketing and Inspection undertakes 
actitrities in regard to (a) grading and standardisatiofi' of 
cultural commodities, (b) regulation #f markets and ma^et pirac- 



MAEKETING OP AGElCULTtJRAL PEODUCE 163 

ti^es, (c) marketiag investigations and surveys, and (d) training 
personnel in agricultural marketing. 

Co-operative Bfarketiog 

There are four important stages through which the produce 
of the cultivator passes. They are processing, storage, transport 
and marketing. These are even more important for the purpose 
of benefiting the cultivator than credit itself. Some of these 
activities have been organised co-operatively with distinct suc¬ 
cess. In regard to all the various stages, “the importance of 
planned co-operative development and of effective State parti¬ 
cipation, which alone can bring about the development, can hard¬ 
ly be exaggeraled’*. 

An integrated programme of co-operative development em¬ 
bracing credit, marketing, processing, warehousing and storage 
was formulated on the basis of the recommendations of the Rural 
dredit Survey Committee of the Reserve Bank. Among its im¬ 
portant features are: linking up credit with marketing; develop¬ 
ment of processing on co-operative lines; and promotion of stor¬ 
age and warehousing. A National Co^oporativB Developmeint 
and Warehousing Board was set up as recommended by the Rural 
dredit Survey Report. It seeks to plan and promote programmes 
for the production, processing, marketing, storage, warehousing, 
etc., of agricultural produce tlirough co-operative societies. The 
second function of the Board is to facilitate the setting up of 
Warehousing Companies in the States as well as an All-India 
Warehousing Corporation. State Warehousing Corporations have 
been set up in all States now. The Central Warehousing Cor¬ 
poration was set up in March 1957 with a share capital of Rs. 10 
crores. The storage capacity of the warehouses of the Central 
and State Warehousing Corporations is to be increased to over 
1.6 million tons during the Third Plan. 

Aecordiijg to Rural Credit Follow-up Surv^, 1957-58 (pub¬ 
lished in 1961), the performance of marketing co-operatives was 
far from satisfactory. During the Second Plan period, 1,900 
primary marketing societies have been assisted through the 
National Co-operative Development and Warehousing Board. 
With the addition of about 600 more primary marketing co-ope¬ 
ratives proposed to be set up during the Third Plan period, there 
will be a marketing society at or near each of the 2,500 ‘mandis’ 
In the country. 

Many advantages are claimed for co-operative marketing, 
e.g., more sales, stabilized production, controlled flow of sup¬ 
plies, increased bargaining power of growers, reduced costs, more 
efiScient service, more finances, etc. The co-operative marketing 
society substitutes collective bargaining for individual bargain¬ 
ing, can build warehouses, will advance loans to the members on 
the security of their produce, thus enabling them to wait for 
better prices; it can grade |he produce and discourage the agri¬ 
culturist from adulterating his produce and encourage him to 
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grow better grade commodities; it can arrange for cheap and 
eflScient transport. It can also arrange for the supply of manure, 
fertilizers, seeds, etc.; it can set up a co-operative commission 
agency shop in the ‘mandi’. 

Co-oporativc marketing has achieved great success in Europe 
and America.* It was expected that in India about 10% of the 
marketable surplus, disposed of by the cultivators, was expected 
to bo sold through co-operative marketing institutions by 1960-61. 
For the present, the number and membership of co-operative mar¬ 
keting societies is small, considering the size of the agricultural 
population or the volume of agricultural production. Co-opera¬ 
tive marketing has progressed beyond the preliminary stages in 
Bombay, Andhra, Madras and U.P. Many States have establish¬ 
ed Marketing Federations. The cotton grower in Gujarat and 
Maharashtra has reaped considerable benefit from them. In Bom¬ 
bay there are societies for the sale of tobacco, fruits, vog(‘tables, 
etc. They not only sell members’ produce on commission basis, 
but in some cases, process the produce and supply manures and 
pure seeds. The Cane Marketing Societies of U.P. and Bihar not 
only protect their interests vis-a-vis factory owners but also im¬ 
prove the quality of cane, advance funds as well as undertako 
welfare activities in the villages. They supply cane to the fac¬ 
tories and finance the purchase of seeds and manures. The Cotton 
Sale Societies of Bombay are outstanding examples of co-opera¬ 
tive success. They gin and press cotton for members as well as 
insure the produce. The marketing operations are expected to 
go up to Rs. 400 crores during the Third Plan. 

At the end of June 1962, there were 21 Stale, 151 Central 
and 3,007 primary marketing societies in the country with a total 
membership respectively of 5,145, 86,645 and 16,49,449, Their 
working capital respectively was Rs. 10,97.32, Rs. 11,61.98 and 
Rs, 32,27.16 lakhs. Vi'ry few societies undertake parting, grad¬ 
ing and standardisation of agricultural eommoditibs which are- 
of great importance in agricultural marketing. Co-operative pro¬ 
cessing has made some progress though it has still to make much 
headway to be effective. At the end of 1960-61, there were .3,103 
processing societies with a membership of 1,20,948 and working 
capital Rs. 322.52 lakhs. 

The manifold benefits accruing from co-operative marketing 
have resulted in plans for its large-scale development, but there 
is still a vast scope for improvement. The need to link together 
co-operative marketing, finance and consumers’ societies has been 
very much stressed. Unless marketing societies act as a chan¬ 
nel for the recovery of loans given by agricultural credit soqieTies, 
.the recoveiy of cultivation loan cannot be satisfactory. Not 
much progress has been made 'in the direction so far. * Licensed 
warehouses are recommended to enable storage of producing and 
to facilitate the creation of short-term bills to finance Taarke|iiH[^. 

1. See Kulkarni, Agncvltural Markeiing in India. i 
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Suggrestions for BeTolopznfizit. The following suggestions 
for further development of co-operative marketing can be made, 

(1) Several agricultural commodities can be more favour¬ 
ably marketed if they are processed before sale, e.g., cotton by 
g’inning atid i)ressing. In such eases, processing should also be 
^one co-operatively by the growers, (ju.jarat cotton sales socie¬ 
ties have already established their own ginning factories and 
presses. Recent successful examples are the co-operative sugar 
mills started by the eane-growors in Gujarat and Punjab. These 
mills have not only ensured them better prices but have also 
helped them in improving efficiency of production through the 
•supply of manures, fertilisers and seeds and through providing 
long-term credit for development. Co-operative oil mills and 
jute haling plant,-, may be cited as further examples of where 
there is a great scope for and advantage in co-operative process¬ 
ing. 

(2) Tn the ease of those commodities which can be markef- 
<>d without elaborate processing, marketing eo-opcratives should 
develop direct dealings with the consumers’ eo-opcratives, and 
thus save middlemen’s costs, etc. 

(11) .Since the State t''o-op(‘rative Pianks and the Reserve 
Bank of India make advances to marketing eo-operatives on the 
basis of the share capital of the latter, these should improve* their 
•share eaiulal, etc. li is neces'^ary that inarketi)ig eo-operutives 
sihould he ])rovided with adequate working capital, 

(4) Tlie State Bank of India should pay special attention to 
the financing of co-operative marketing and iwoeesmug societies 
and should make systematic efforts to eater 1o their si)eeial needs 
«o as to doA'clop business directly with them. This becomes n.-ees- 
sary becau.se their requirements of finance are in many places 
beyond the ca])aeity of local co-operative banks. 

(I)) Tlie area served and commodities dealt in by the mar- 
ketjjig eo-operatives should be extended, the former to, say, a 
tehsil. Only then will they be able to afford the employment of 
trained persons. 

(0) 'Warehousing facilities, especially in the mandis, must be 
extended, because only then will the sale eo-op<‘rative be able to 
obtain financial accommodation from banks. Accordingly, State 
Governments should subsidise the eo-operalives in building their 
godowns. Licensed warehouses may also be encouraged. Seve¬ 
ral States have enacted 'Warehousing Acts, 

(7) Grading facilities should be made available to the mar¬ 
keting co-operatives by the Government. 

(8) Special emphasis should.be put on developing co-opera« 
tlve marketing in areas of Commuui y Projects and National Ex¬ 
tension iJervice. 

(9) Steps should be taken to overcome the hostility of piif. 
1»te trade to co-operative jnarketing societies. 
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(10) Now tnac, since April 1959, State tradinir Aas been 
undertaken in foodgrains, steps may be taken that the entire 
marketable surplus of foodgrains be purchased by co-operative 
marketing societies. (Unfortunately, Government decision on 
State trading in foodgrains has been considerably soft-pedalled 
so as to make it almost harmless for private trade.) 

(11) As has been very strongly recommended, marketing co¬ 
operatives should be strengthened through the Unkiiig of credit 

marketing. 

(12) Facilities should be created for the training of person¬ 
nel for managing and running the marketing co-operatives. 

(13) The programmes for the production, processing, mar¬ 
keting, storage, warehousing, etc., of agricultural produce through: 
co-operative societies should be properly planned and implement¬ 
ed. This can be done if an all-Tndia Board for the purpose is 
set up. While with these objects in view a National Co-opera¬ 
tive Development and Warehousing Board has recently been con¬ 
stituted, it has yet to function effectively for the achievement 
of these objects. 

The development of agricultural marketing on the above 
lines aims at reorganising the existing system in order to secure 
to the farmer his due share of the imieo paid by the consumer 
and subserve the needs of the planned development. The objec¬ 
tives are sought to be achieved through the regulation of mar¬ 
kets, standardisation and grading of commodities and develop¬ 
ment of marketing and processing on co-operative lines. A well- 
defined programme of co-ordinated activity on the part of credit 
and marketing societies has been la’d down, according to which 
the credit society would be responsible for the supply, of produc-* 
tion loans and will act as a feeder to the marketing society, and 
the marketing society, in turn, will sell the produce and act as 
a recovering agent for the credit society. 

National Agricultural Co-operative Marketing Federation 
was I'egistered in 1958-50 with the object of co-ordinating and 
promoting the marketing and loading activities of its members 
in agricultural and other commodities. It has also to arrange 
for the supply of agricultural requirements like seeds, agricul¬ 
tural implements, etc. 

Government Measures for Improved Agricultural Marketing 

The Government maintains marketing organisations both at 
the Centre and the States. The work of such organisations falls 
into three divisions: fi) investigation, (ii) development, and (iii) 
grading. Investigation work consists of preparing marketing 
surveys of important commodities, discussion of the problems of 
regulated markets and those of transportation, storage, etc., of 
agricultural products. Development work follows such surveya 
and consists of measures taken to give effect to the suggestion# 
formulated after investigation. Grading is a purely technical 
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work and consists of determining different grades and standards 
of agricultural commodities after the study of their chemical 
and physical properties. 

The Government Marketing Organization has been, doing 
very useful work, e.g., (i) Marketing surveys of a large number 
of agricultural commodities have been prepared and published. 
These discuss all the problems connected with the marketing of 
the commodities surveyed and suggest remedial measures, (ii) 
Much technical work on evolving grades and standards of agri¬ 
cultural goods has been done. The Agiicoltural Produce (G]i^- 
ing and Marketing) Act was also passed in 1937 under which 
the Government have set up grading stations for several com¬ 
modities like ‘ghee’, flour, eggs, etc. Such graded goods bear the 
Ag-Mark which helps the producer to sell more and at higher 
prices. In the Five-Year Plans also, large funds have been pro¬ 
vided for undertaking the grading of oil-seeds, tobacco, cashew- 
nuts, wool, elc., with a view to stimulating their exports. In the 
internal trade, notwithstanding the slightly higher cost of, grad¬ 
ed products as compared to ungraded stuff, the former have at¬ 
tracted discriminating consumers. In the field of export trade 
the reputation of Indian products in foreign markets has improv¬ 
ed considerably with the introduction of compulsory quality con¬ 
trol schemes, (iii) The contract terms for several commodities 
(wheat, groundnut, etc.) have been standardized. This has widen¬ 
ed their markets, (iv) Market intelligence has been improved 
by arranging daily broadcasts by All India Radio of the closing 
rates of agricultural goods and weekly broadcasts regarding 
prices, stocks and movement of certain .staple commodities, 

A much more important contribution of the Government to 
the improwment of agricultural marketing in India has been 
the establishment of Regulated Markets in several States. The 
total number of markets regulated so far stood at 978 in 1963 
as against 6^5 in 1959. With their oslablishinent the serious mal¬ 
practices in mandis have been removed. Some of the States, 
particularly Madras, Bombay and Orissa, have subsidised the 
building of godowns in mandis to provide storage facilities to 
growers. At the village end, the Government has helped in the 
establi-shmcnl of primary co-operative marketing societies. 

" All this work done by the Government is quite impressive, 
but a great dgal remains yet to be done. There is no doubt that 
regulated markets and co-operative marketing societies have been 
set up, but considering the size and population of the country 
the numbers in respect of both are very small. A very serious 
deficiency still persists. The means of transport and communica¬ 
tions are still most inadequate. Most of the villages remain un¬ 
connected with the mandis. Until easy and cheap means of trans¬ 
port are developed, the grower will not be able to reap the bene¬ 
fits of regulated markets. 

Moreover, though much has been done by the Marketing Or¬ 
ganization in the field of “Investigation”, mnoh more should have 
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been aooompliehed in respecfc of “development”, i.e., the sugges¬ 
tions made in the marketing surveys should be implemented to a 
greater extent. Even in respect of the market surveys complet¬ 
ed, the data contained in some of them are now largely out of 
date. There have been substantial changes in the pattern of agri¬ 
cultural production and in the composition of foreign and in¬ 
ternal trade. It is therefore esscnti^ that fresh studios should 
be undertaken and the data brought up-to-date. For important 
crops, apart from all India studies, regional studies should also 
he made. In respect of the grading of agricultural produce, 
although.the necessary law was passed as long ago as 1937, pro¬ 
gress has not been adequate, except in regard to certain export 
commodities. 

Not that the Government is not conscious of “the little done 
and the vast undone” in the field of agricultural marketing. Ac¬ 
cordingly in all the three Five-Year IMans, considerable atten- 
fion has been given to, and large funds provided for, improving 
the system of agricultural marketing in the country. The mea- 
sur(‘s Adopted have included the establishment of a chain of cold 
stores for storage of peiishahlc articles, building of warehouses 
at important trading centres, imovisioii of training facilities both 
at home and abroad for marketing staff, standardisation of 
weights and measures throughout the country, popularisation of 
grading agricultural products, increase in the number of regu¬ 
lated markets, and the extension of co-operative marketing. For 
example, for providing laboratory facilities for testing quality 
and purity of agricultural products apifiying for the Govern¬ 
ment’s Ag-mark, a beginning has been made with the setting up 
of the Central Quality Control Laboratory at Nagpur and eight 
regional quality control laboratories. Out of nearly 2,500 whole¬ 
sale assembly markets in India nearly 1,000 have bene brought 
within the regulatory orbit in various 8tat(‘s till June 1961. As 
a result of rationalisation of market ehnrgc's alone, it is estimat¬ 
ed that there has been a net saving of Es. 8.6 crores^'per annum 
to the users of those markets. Until 1944, less than 40 per cent 
of the produce was taken to these markets. The average has now 
gone up to 70 per cent. 

But perhaps the most important single measure adopted by 
the Government in recent years in the sphere of agricultural 
marketing has been the setting up of the National Co-operative 
Development and Warehousing Board (in 1956). -This Board’s 
functions are very comprehensive: to plan and promote pro¬ 
grammes for the production, processing, marketing, storage, ware¬ 
housing and import and export of agricultural produce through 
«o-opera1ivc societies. A positive encouragement to co-operative, 
•marketing has been given by the Government’s decision to re¬ 
serve licences for processing plants for co-operatives instead of 
giving such licences to industrialists or joint-stock companies. 
Co-operative sugar factories being set up are examples 'of this 
new policy. 
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In order to implement the warehousing programme that the 
National Co-operative Development and Warehousing Board may 
draw up, the Oentral Warehousing Corporation was set up in 
1957 with ample funds. Its main functions are to acquire, build 
and run godoAvns and warehouses for the storage of agricultural 
produce. It also provides banking facilities to its depositors, 
and imparts training in scientific storage, marketing and other 
allied subjects. 

Most of the States have also reeonlly set up State Warehous¬ 
ing Corporations with functions similar to those of the Central 
Warehousing Corporation. By May 1961 the State Warehousing 
C!orporations had set up about 2G5 warehouses with a storage 
capacity of 80,00,000 maunds. 

The Central Government has at present a total storage capa¬ 
city of about 2.5 million tons, of which about a third is owned 
by the Government, The warehouses of the Central and State 
Wareliousing Corporations have a storage capacity of about 
350,000 tons, this is to be increased to 1.6 million Ions. In addi¬ 
tion, the capacity of the godowns of co-operative marketing socie¬ 
ties and primary societies is expected to go up from about 8,00,000 
tons to about 2 million tons. The Third Plan has allotted Bs. 25 
crores for the construction of additional godowns by the Govern¬ 
ment for the storage of foodgrains and Ks. 8 crores for warehous¬ 
ing programmes, Wliile Central warehouses are set up at centres 
of export or inter-state trade the warehouses set U}) by State 
W^arehousing Corporations are established at places which are 
of importance to the State trade only. 

Stabilisation of Agricultural Prices 

No amount of improvement in marketiiig can, however, help 
the cultivator unless ho is cjisured remunerative prices for his 
products., Stabilizatio7i of prices prevents extreme fluctuations, 
i.e., extremely low prit'os during depression and very liigh prices 
in droughts and scarcities. Stabilization of prices assures the 
agricultural producer a better standard of living and provides 
an incentive for improved production, 

“The hard core of the problem of stabilization of agricul¬ 
tural prices generally is the stabilization of tbc prices of rice and 
wlieat.”^ This is because (i) about SO'/r of the land in India is 
under food cr<q>s and almost half of the area und«^r food crops 
is under rice and wheat, (ii) Food prices are generally the most 
important element in the cost of living of uon-agrieulturists. The 
following steps are necessary to stabilize prices. , 

(i) Determination of the level at which the prices of parti¬ 
cular commodities have to be stabilized. It should be fair both 
to the producer and to the eonsurier. * 


1. Fimi] report of the Bengal Finance Commisaion. 
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(ii) Maintenance of reserve stocks by Government. Stocks 
may be secured through trade channels or directly, or through 
imports, but they should be enough to supply the commodity at 
the price fixed trough fair price shops. 

(iii) The Government should maintain the price within the 
fixed range by buying and selling the commodity at maximum 
and minimum prices respectively as the need may arise. Private 
trading should be permitted only within this range. If the price 
tends to fall below the fixed minimum it should be pushed up 
by: (a) stimulating exports, or (b) by purchases for addition to- 
Government' reserves. If the price tends to rise above the maxi¬ 
mum, the Government should: (a) prohibit exports, (b) arrange 
imports, and (c) release their own stocks at lower prices. 

Difficulties 

The scheme is, however, beset with several difficulties: (1) 
Our agriculture comprises small and scattered producers. Such 
a situation is middleman's paradise. In a country of millions 
of small agricultural producers, the Government purchaser will 
have no contact with actual producer, A chain of middlemen 
is bound to be forged unless the Government had a very wide 
network of its own functionaries in each village. 

(2) The Government has not got adequate storage accom¬ 
modation. Without it Government purchases may bo on too limit¬ 
ed a scale to have any influence on the market. 

(3) The huge finance needed is another question mark. The 
Government funds may be locked up for long periods or heavy 
losses may be suffered. The Government may not be able to 
bear the burden. 

But the task is not so formidable as it may appear at first 
sight. The experience of 1953 is quite encouraging. 

In 1954-55, there was a sharp fall in agricultural prices. This 
was due to a run of three good monsoons, followed by dishoard¬ 
ing of foodgrains. The steep decline was liable to cause wide¬ 
spread distress. A measure of price support was announced for 
certain commodities and was put into operation in some States 
including the Punjab, in the case of wheat, maize, bajra and 
jowar. The position soon corrected itself. 

The reverse position has a])poared during the last three 
years. The Government has becji selling through the fair price 
shops some of its reserve foodgrains and has thus checked the 
rise in prices of wheat and other foodgrains. 

* 

As a measure of support to wheat prices in 1962 harvest, 
the Government decided to guarantee a price of Rs. 13 per maund^. 
The Government thus took a positive step to safeguard the in¬ 
terests of the producer as against the consumer. The agricult 
tnrist should have the incentive to p^t in greater effort to in* 
crease production. If necessary, the Government will make 
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arrangements for the purchase of wheat from the farmers at this- 
price. 

Thus it can be seen that the Government of India has suc¬ 
cessfully put into operation the policy described above. 

Marketable Surplus 

As in all developing countries, so in India, marketable sur¬ 
plus has a vital role to play in the economic development of the 
country. A distinction may be made between marketable surplua 
and actual surplus. This distinction is clear from the fact that 
the entire surplus of agricultural ))roduet does not come to the* 
market. This is due to the various institutional, customary and. 
economic factors. In India there are a number of causes which 
have resulted in a low marketable surplus and it is very neces¬ 
sary to adopt some measures to increase iliis surplus so as to 
assist rapid economic development. There are also a number of 
factors, economic and non-econoraic (i.e., religious and social) on 
which marketable surplus in a country depends. 

Causes of Low Marketable Surplus 

A number of causes have conspired to keep the marketable 
surplus in India very low. The result has been to retard the eco¬ 
nomic development of the country. It also has meant misery and 
starvation in any year when the croj) situation is unfavourable. 
We give below some of the very important causes of the low ex¬ 
tent of the marketable surplus in India. 

1. Uncertain and Inadequate Rainfall. Since we are con¬ 
cerned here with marketable surplus of the agricultural produce, 
rainfall happens to be a governing factor. It is welMmowu that 
rainfall ip India is not only inadequate but also precarious. Un¬ 
favourable rains affect the entire economy of the country. Indian, 
agriculture is said to be a gamble in the monsoons. Inadequate 
rainfall means smaller agricultural productivity and smaller mar¬ 
ketable surplus. 

2. Absorption in the Village. According to tlie Rural Cre¬ 
dit Survey Report, 65% of the total sales of crops is effected in 
the village and a large volume of the product passes hands on* 
the basis of credit. The big farmers lend some of their surplus 
to the villagers who need them either ns seed or as food. This, 
reduces the marketable surplus. It has been ('stimated that in 
the case of foodgrains the marketable surplus forms only about 
one-third of the total product. Cereal-wise the marketable sur¬ 
plus of rice, wheat and other foodgrains constitutes 32.1%, 35% 
and 25% of their respective productions. Since the ordinary far¬ 
mer himself consumes inferior and coarse grains and sells the 
superior ones, the marketable surplus in the ease of rice and 
wheat is higher. 

3. I*ow Prodnetivity. SurpJus in the ordinary sense means 
total production minus consumption. In India the agricul¬ 
tural yields are comparatively very low. The main reason^ are 
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lack of irrigation facilities, primitive methods of cultivation, lack 

of capital, old and inefficient implements, insufficient manuring, 
.etc. 8mcc tiie productivity is low, the marketable surplus is 
•bound to be low. 

4. Subsistence Farming. In India agriculture is being ear- 
jried on more as a mode of life rather than as a business ]>roposi- 
lioii. It is knoAvn as subsistence farming. In other words a 
-cultivator is more anxious to meet his domestic requir('iiients 
jather titan become rich by .selling liis products in the market. 
Tile itiolive for maximisjition of gains is almost said to be non¬ 
existent. This being so the marketable surjtlus in India must 
be small, because to attain any surplus doe.s not seem to be the 
aim of the Indian agiicultunsts. It is only in comuK^reiaiized 
agriculture that much surplus can emerge. 

5. The Other-worldly Attitude. The Indian pea.sant is also 
said to be dominated by sinritual or other-worldly attitude in 
which striving for material transitory things is of tiiueh Ics.s 
sigJiitiea^U'c tJian .striving lor a higher spiritual life. This ascetic 
outlook on liFe keej),s lus attention away from attaining any raea- 
feure of material jirosjterity. The jx'asants maintain themselves 
with rudimentary food, elothing and liousing and liave no desire 
for a higher and belter standard of living with the result that 
they do not make nuieh eifort in ordi'r to iirodiiei' more. Also 
a substanthil jiorlion ol (he jiroduee i's frittered away in gifts and 
-charities, payment to tlie family priest, loi’ tlie village temple, 
•■etc. This also accounts for low iiiarkidable surplus in India. 

6. Joint Family System. This sysleiu is a vital part of the 
Indian social life. In a family we generally find oni' is earning 
•and he is supporting a number of non-working deiieiidents. Most 
of the depi'ndents are cither nou-omj)loj ed or under-Cmployed. 
These unemjdoyed dependents cat away n.uch ])oriK)n of the agri¬ 
cultural produce and reduce tlie marketable surplus. 

7. Wasteful Social Ceremonies. A big iiorlion of* the mar¬ 
ketable surplus is al.so wasted in what is known as conspicuous 
.consumption like religious ceremonies, feasting, giving charities, 
feeding beggars and ‘sadhns’, performing jiilgrimagos, etc. 
The Indian peasant regards the good harvest as a special grace 
•of Ood. lienee such wasteful expenditure. Since agriculture is 
only a way of life and a w'ay of life wedded to strong religious 
anci ethical principles, quite a large portion of the agricultural 
products is utilized for non-produetive purposes, as mentioned 
.above. All this goes to reduce the marketable surplus. 

8. Limited Mental Horizon. It is seem that in all under¬ 
developed countries, agriculturists have a very limited mental 
horizon. Owing to ignorance, psychical and cultural factors, 
customs and taboos, etc., wants are v’ery much limited. A simple 
life means simple and small production and little or no surpibs. 

9. Preference for Leisure. In under-developed countries 
specially having tropical climate, people axe lethargic by lyiture. 
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They love leisure and riches have no lure for them. The result 
is that when prices are high, they are able to earn more by selling^ 
a small quantity. They, thus, curtail work. In other words the 
elasticity of demand for income in terms of eiforts is very low.. 
They strive not for material gain but to have mere subsistence. 
When this subsistence is secured, they retire and relax. That is 
why they realise much less marketable surplus. 

10. Village Self«sufflciency. Tim Indian villages, especially 
remote ones, are sti’l very much self-sulScient. All the village- 
needs are met by the village products. That seems to be the- 
principal aim of the villagers. The question of surplus does not 
arise. There is no incentive for increasing productio]i because' 
surplus cannot bo marketed. Hence there is very little surplus.. 

11. Hoarding. There is a strong tendency among the vil¬ 
lagers to hoard enough stock of foodgrains which may last for 
two or 1})ree years. This serves as an insurance against scarcity,, 
bad harvest and also with an eye on the future rise in pricet 
Since a large j)ovlion of the product hapjieiis to be hoarded, the 
mark'dable snri>lus is correspondingly reduced. 

12. Defective Marketing. Marketing deficiencies and difH- 
culties also curtail to a very large extent the marketable surplus. 
In an under-developed country like India, the distributive machi¬ 
nery is inefficient, transport and communications are intuloquatc- 
and there are a large number of unscrupulous int(‘r!nediaries vho 
grow fat at the expense of the grower. Since the farmer cannot 
expect a fair deal from the market, he shuns the market and the- 
marketable surplus is reduced. 

13. High Income Elasticity of Demand for Food. High 
prices in* recent years have led to increased consumption on the 
part of the fanner himself. Instead of soiling his product in the 
market, he can afford to consume it himself. Income elasticity 
of demand for cereals is much higher in rural areas than in urban 
areas. This reduces the marketable surplus. 

14. Inflation. The impact of price changes on marketable 
surplus is also very crazy. Normally the producer sells more in 
the market when the i)rices rise. Bui in a country like India this 
does not happen. On the other hand, when tlie prices rise, less 
is bronglit to the market. It may be that the sel](>rs expect prices 
to rise still higher or they are able to meet their immediate re¬ 
quirements by selling a smaller quantity. But when the prices 
fall the market arrivals increase, may bo it is distress selling. In 
the market of Nizaniabad, Mahbub Nagar aiid Warrangal bet¬ 
ween 19!53-10n4 and 1954-55, the market arrivals increased by 
64% when the output and price f(dl by 24^o. The pereentage- 
of market arrivals of the total output was higln'st in 1954-55 when 
thv output and prices were the lowest. The fact is that real sur¬ 
plus' in the hands of the farmers is only a marginal one. In a 
period of falling prices they have to part with a greater quantity- 
of gjiains to meet their obligations. Conversely during periods 
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of rising prices, the majority of farm-workers consume more be¬ 
cause their limited wants can be satisfied by the sale of less quan¬ 
tity, This has reduced the flow of the marketable surplus in 
jreeent years when the prices have been ruling high. 

Eemedies 

Above we have enumerated the various causes which have 
reduced the marketable surplus in India. These causes easily 
^suggest the remedies that can be adopted Jto increase the mar¬ 
ketable surplus. The measures to be taken in this connection must 
'be such as-to counteract these causes. In particular we may men¬ 
tion the following remedies.— 

1. (General Education. By means of general education we 

can sharpen the desire to improve the standard of living among 
the mass of Indian peasantry. They can be taught that aiming 
at material prosperity need not necessarily take away from the 
«piritual aspect of their life. On the other hand by attaining 
materiar prosperity oneself, one can help others. He can give 
more in charities, go more on pilgrimages and feed the ‘sadhus’ 
nnorc, and so on. Right type of education can remove some of 
the wrong efFeets of the so-called religious and spiritual outlook 
and the other-worldly attitude. As Malthus said, “the greatest 
of all difficulties in converting uncivilized country into civilized 
one is to inspire them with the wants best calculated to excite 
1heir exertions in the production of wealth”. The marketable 
'Surplus would increase if wants are responsive to increased pros- 
•perity than if they see otherwise. Unless the self-sufficiency of 
the village is broken and there is a greater division of labour and 
new wants are generated and production is commercialized, mar¬ 
ketable surplus will not increase * 

2. Curtailing Consumption, (a) Through forced collection 
«of the produce; and (b) Taxes. 

Normally marketable surplus can be increased by increasing 
productivity But it is possible to increase the surplus even with¬ 
out increasing jiroductivity Productivity remaining the same, 
the marketable surplus can be increased by curtailing consump¬ 
tion of the product by the farmers themselves. This consumption 
•can be curtailed in two ways: 

(a) Forced collection of the product may be made from the 
farmers as was done in India by means of procurement schemes. 
In Russia collectivisation was adopted and the farmers were forced 
to part with their product in the national interest. Collectivisa¬ 
tion is not a practical proposition in India. But some form of 
procurement is feasible; 

(b) The other measure to curtail consumption is higher taxa¬ 
tion, T)r. K. N. Raj has shown how enhanced land tax and tax 
on agricultural land will not only increase the revenue of the 
IBtate but also restore some balance between urban and rural 
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taxation. If the farmers have to pay more taxes they will be 
compelled to bring more product to the market. 

3. Price Begnlation. Prices can be so regulated as to main- 
'tain an even flow of the product to the market. We have indi- 
•cated above the curious effect of the price changes. If we find 
that the higher prices are reducing the marketable surplus, prices 
^an be sta^bilized at a little lower level. High prices of the far¬ 
mer's product will have a pronounced income effect because the 
income elasticity of demand of the farmer is much higher for 
leisure than for any other product. It is, therefore, necessary to 
‘Cheek inflation to force out a higher quantity of the marketable 
surplus from the farmers. In other words, the terms of the trade 
should be slightly adverse for the farmers, and the ratio of farm- 
price to non-farm-price should be less than one. Only then we 
can expect that the farmer will be spurred to greater effort and 
higher production. 

4. Finally, to induce farmers to come to the market, the 
marketing facilities must be improved. This requires improve¬ 
ment in transport facilities, supply of market intelligence, provi- 
-sion of warehouses, standardisation of weights and measures, 
supply of credit, curbing of unfair marketing practices, and set¬ 
ting ui> regulated nmrkots and so on. The most important thing 
is to integrate co-operative credit with co-operative marketing 
and co-operative waiv'bousing. Credit, warehousing, processing 
and marketing are the four aspects of a comprehensive scheme 
of agricultural marketing in India. Their combined effect will 
increase the profit of the agriculturists and encourage them to 
put in greater effort to increase their output and bring more to 
the market. 

Role of Marketable Surplus in Economic Development 

It has been established that marketable surplus has played 
a very important role in bringing about rapid economic develop¬ 
ment of fhe countries concerned. This has been especially the 
•case in Russia, China and Japan. Japanese silk, Soviet grain, 
•Cuban sugar, Swedish timber and Malayan rubber have been 
used to finance the import of capital equipment. In Cliina agri- 
‘culture is being squeezed to augment export, so that capital equip¬ 
ment can be imported. Russia also uses its agricultural surplus 
for fiuancing development of the other sectors of their economy, 
.although this has meant hardship to their people. Thus the role 
of maiketable surplus in accelerating the economic development 
of low-income agrarian economy cannot be over-emphasized. The 
agricultural sector is by far the largest sector in most of the 
under-developed countries. Naturally it must play the dominant 
- role in bringing about a rapid economic development. 

Broadly speaking, agricultural surplus helps bringing about 
Tapid eeonomio development in the following ways.-— 

(1) It provides food for that section of the population which 
is engaged in the non-agricultural, primary, secondary, and ter- 
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tiary sector of the economy. It must also provide fibres and raw 
material to feed the expanding industries. As industrialfeation 
begins, there is a spurt in the growth of population, money-in¬ 
comes and urbanisation. In a country like India where bulk of 
the population is under-fed and where the income elasticity of 
demand for food is very high, there is a marked increase in the 
demand for food when economic development takes place. Eco¬ 
nomic growth means that the* secondary and tertiary sectors of 
the economy expand at a faster rate than agriculture. Thus there 
will be a great demand for food and raw materials, and to meet 
this demand marketable surplus must be increased. This is one 
very important role which the marketable surplus is to play. 

(2j The agricultural sector must also serve as an outlet for 
the produet of the expanding industries. When industries ex¬ 
pand, industrial output increase.s. Unless the market for such 
products also expands there will be depression and distress. But 
if in the meantime the agricultural sector is expanded, agricul¬ 
tural production is increased bringing prosperity to the agricul¬ 
turists, the chances of the absorption of the increased industrial 
output increase. In other words the agricultural sector consti¬ 
tutes the domestic market for the bulk of the manufactured goods. 
This is another role which the agricultural sector is to play. 

(3) Agriculture is also to provide the basis for the import 
of the capital goods and technical know-how. A developing eco¬ 
nomy is to depend in the initial stages on imports. India is in 
that position. We must import more machinery and more tech¬ 
nical know-how. These things we lack at the moment. But what 
can we give in exchange? Obviously our farm products. Ilence 
agricultural T)roduction must be increased and handsome mar¬ 
ketable surplus built up, even if we have to squeeze, domestic 
consumption. Here is another important role which marketable 
surplus is to play in order to bring about rapid development of 
the country. 

Thus we may conclude that if we have to cut down our de¬ 
pendence on foreign aid we must build up marketable surplus in 
the country itself. 
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Agricultural Finance 
and Indebtedness 


Nicbolsoii wrote in liis report on Agricultural Banks „in 1895*. 
^‘Tho lesson of history is that an essential of agriculture is credit. 
Neither the condition of the country nor the nature of the land 
tenure, nor the position of agriculture affects the one great fact 
—that the agriculturist must borrow.” Every modern business 
is run on credit. Agriculture, however, gives rise to peculiarly 
urgent problems of finance bcQause of its uncertainties, its small 
unit of production, and scattered nature of its operations. These 
characteristics ai'e even more prominent in India. The French 
proverb, '‘Credit supports the farmer as the liangman’s rope sup¬ 
ports the hanged.” It is true that credit is indispensable. It is 
also true it is in some cases fatal. 

The problem of rural finance in India is, firstly, the problem 
of old ‘‘indebtedness”. In addition, tlie cultivator needs money 
to improve land, replace implements and purchase seeds, manures 
and cattle The cultivator also borrows for urgent but unpro¬ 
ductive purposes.* The problem of rural finance is three-fold: 
(a) Reduction and, if possible, elimination of the existing burden 
of debt, (b) discouragement of future unproductive borrowing, 
and (c) encouragement of productive borrowing. 

Oiir study, therefore, uill follow three lines of investigation: 

(i) The need of the peasant for credit; (ii) the causes and 
consequences of indebtedness and its magnitude; (iii) remedies 
adopted and the future programme. 

Peasant’s Credit Bequirements 

The peasant like other, businessmen must have credit to carry 
on his business of cultivation. He requires ^hree types of credit: 

(a) Ijong-term credit for permanent improvements like wells, 

— ■ - . - I - . — i-. . 

• ♦ 

1. According to tlie Baaking Bnquiry Coaunittee, 70 per cent of the debt 
Sn Bengal and Bpmbu}' and 60 per cent in Madras was contracted for 
isnprodu^ttve purposes. * 
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l^nds, channels to divert water, terracing of hill-sides, 
^W^ing of jungles, drainage, reclamation, fencing, etc. The 
larger irrigation works are constructed by the State. Money for 
minor works is provided by the cultivator himself or from loans. 

(b) Intermediate Credit for the purchase of expensive im¬ 
plements and cattle, or erection of buildings. 

(c) Short-term credit for current needs like manure, seeds, 
fodder, etc. 

It was broadly estimated by the Rural Credit Survey Report 
that the'agriculturist in India needed Rs. 750 crores of credit in 
a year for all his needs. 

Agencies of Rural Finance 

The agencies from which the agriculturist borrows and the 
estimated amount borrowed in a year from different agencies 
as well as the percentages are given below;— 

" TABLE 


Credit Agency Proportion of borrowing from 

each agency to the total borrow¬ 
ing of culiivatore 



Amoant in Rs. crores 

Per cent 

Government 

2.> 

8.8 

Co-operatives 

‘ ... 23 

8.1 

Itelatives 

106 

14.8 

Landlords 

11 

1.S 

Agrioulturist Money-lenders 

187 

24.9 

Professional Money-lenders 

336 

44.8 

Traders, etc. 

41 

6.5 

Commercial Banks 

7 

0.9 

Others 

14 

1.8 

Total 

Ks. 760 crores 

100.0 


The total amount borrowed in a year by the agriculturist in 
India for all purposes and from all sources has been very broad¬ 
ly estimated to be of the order of Rs. 750 crores. Now a word 
about each of these agencies. 

(i) Government as Credit Agency—Taccavi I^oans. The two 
Acts under which credit is supplied by the Government to the 
agriculturist are: (a) The Land Improvement Act, 1883, which 
provides for supply of long-term credit for permanent improve¬ 
ments, like sinking wells, etc. (b) The Agriculturists’ Loans 
Act, 1884, under which short-term loans are given for seeds, im¬ 
plements, manures, cattle, etc. The ‘taccavi’ loans—^as these loans 
are called—have not been very popular for several reasons. In 
the first place, it is quite true to say that “The record of 'Taccavi'' 
i$ a record of inadequacies^’. The amount that a farmer gets as 
A ‘taccavi’ loan is negligible compering his needs. Secondly, they 
are given only for specific purposes while the money-lender leiffids 
for any purpose. Thirdly, the loans are secured after a md 
deal of delay and only after some subordinate officials have been 
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bribed. Fourthly, the method of collection is too rigid. Finally, 
the facilities available and the procedure are not familiar to the 
peasant. 

It has, therefore, been suggested that these loans should be 
liberalised and delay minimized. Under the Grow-More-Food 
campaign the Government have adopted a very liberal policy in 
regard to loans and subsidies for land reclamation, chemical ferti¬ 
lizers, wells and tools. There has thus been an enormous increase 
in the disbursement of ‘taccavi’ loans. In 1948-49, these loans 
amounted to Es. 9 orores, whereas in 1955-56 the amount rose to 
Es. 25 crores. 

Due to the operation of the land reform legislation and money¬ 
lenders’ Act, the private sources of agricultural finance have been 
greatly curtailed. The Government, therefore, is making greater 
efforts to provide credit in other ways. And yet the amount provid¬ 
ed by the Government is a bare 3.3% of the total loans borrowed 
by agriculturists in a year, Thi.s share dropped to 2% in 1957-58, 
One significant thing to mention is that Government loans are main¬ 
ly given for production, while professional and agriculturist 
money-lenders lend money for consumption purposes^ Moreover, 
the Government also lends to the Provincial Co-operative Banks, 
which in turn make funds available for financing agriculture. 
However, Government as an agency of rural credit remains a 
minor one. 

(ii) The Vill^e Money-lender. The most important source of 
agricultural credit is the village money-lender. Legislation has 
been enacted in most States to reduce debts and to restrict the 
operations of the money-lenders. Even then the professional and 
agricultural mony-lenders supply to the agriculturist the bulk 
of the total required credit. According to the Eural Credit Fol¬ 
low-up Survey 1957-58 (released in June 1961), the money-lend¬ 
ers, professional and agricultural, accounted for 61% of the rural 
credit in 1957-58 against 74% six years earlier. 

In spite of his objectionable practices, the village money¬ 
lender is still an indispensable feature of Indian rural economy. 
This is due to various reasons. As pointed out by the Central 
Banking Enquiry Committee, “He is easily accessible. His 
methods of business are simple and elastic. He maintains a close, 
personal contact with the borrower, often having hereditary rela¬ 
tions with his family. His local knowledge and experience and 
his presence on the spot enable him to accommodate persons with¬ 
out tangible assets and yet protect himself against losses.” He 
supplies credit for productive as well as unproductive purposes, 
for short-term as well as long-term needs. 

In village India—which is the true India, among creditors 
the money-lender and amon# money-lenders the professional 
money-lender, dominates. All attempts made up to i^is time to 
eliminate him have failed, mainly because it has not been possible 


1, All India Credit Survey Report, Ch. 14. 
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to orgitnise an agency to oompete with him. He and only he 
possesses a true Imowledge of his debtor’s or would>be debtor’s 
character and repaying capacity. He has various kinds of held 
on him. He can immediately hand over the money to the needy 
peasant and does not stand in need of any sanction from any 
authority. 

There are, however, various malpractices associated with pri¬ 
vate money-lending though they are less common now. “The 
money-lenders obtain bonds on false pretence; enter in them sums 
larger than agreed upon; deduct extortionate premiums; give no 
receipt for payments and then deny them; produce credit at 
fraudulent prices; retain liquidated bonds for sums not advanc¬ 
ed; charge interest unstipulated for, and commit a score of other 
rogueries—^these are facts proved by evidence.” The defects of 
the system are patent, but it had endured in spite of its defeets. 
That the money-lender has not been eliminated shows that Indian 
rural economy cannot do without him. “We think it inevitable,” 
writes the Bengal Famine Commission, “that the private money¬ 
lender will continue for a long time to come to be the main agency 
for the distribution of rural credit.’” 

(iii) Joint-stock Banks. These banks are mostly located in 
towns and cities. Hence their part in the supply of agricultural 
credit in India is practically negligible. The growth in the sche¬ 
duled banks’ aggregate deposits in 1963-64 busy season, though 
somewhat larger (Rs. 108 crores) than in 1962-63 season, financ¬ 
ed less than one-third of the expansion in credit. The bulk of 
the expansion in bank credit had to be financed, as usual, through 
liquidation of other assets, including cash balances and borrow¬ 
ings from the Reserve Bank. They mostly advance funds to 
trade in agricultural commodities. A few of them oeeasionally 
lend to substantial cultivators. But until lieeneed warehouses 
are developed, this agency cannot be considered as an important 
one. 

tiv) Co-operative credit has ber>n recommended as the best 
source of agricultural finance, the only agency that can ultimate¬ 
ly oust the money-lender or at least keep him and his charges 
within reasonable bounds. Unfortunately co-operative credit is 
yet a small part of the total finance required by our agriculture. 
In 1963 the total amount of loans advanced by all the agricul¬ 
tural credit co-operatives was Rs. 256 crores. The outstanding 
amount of advances and bills purchased and discounted by the 
State co-operative banks in March 1964 was Rs. 197.36 crores show¬ 
ing a net rise of Rs. 14.46 crores over the previous yea,r. Aggre¬ 
gate deposits (exclusive of inter-bank deposits and borrowings 
from the Reserve Bank and other hanks) also increased by 
Rs. 7.32 crores to Rs. 49.97 crores. Outstanding borrowings from 
the Reserve Bank as in March 1984 were slightly lower than 
those a year before (Rs, 134.18 crores). The gross amount of 
Reserve Bank’s,advances to State co-oj^prative banks rose shai^- 


3. Bengal Famine ConuniSBion Eeport, p. 294. 



AQEICULTURAL FINANCE AND INDEBTEDNESS HI 

ly during 1963-64 by Rs. 82 crores to R«. 902 crores but the in¬ 
crease in repayments was also more or less of a similar order, 
with the result that the total loans outstanding at the end of the 
year of Rs. 135.6 crores were only marginally higher by Rs. 1.8 
crores than at the end of the previous year. 

As regards short-term finance the amount drawn by the State 
co-operative banks from the Reserve Bank during the year for 
seasonal agricultural operations and marketing of crops at the 
concessional rate aggregated Rs. 274.53 crores as compared to 
Rs. 184.53 crores in the previous year, an increase of 49 per cent. 
The outstanding borrowings at the end of March 1964 were 
Rs. 120.49 crores as against Rs. 119.09 crores at the end of March 
1963. In the field of long-term finance Reserve Bank contributed 
to 75% of the issued debentures of the Kerala Land Mortgage 
Bank. Total debentures floated by six other State mortgage 
banks came to Rs. 1.50 crores and Rs. 1.32 crores were subscrib¬ 
ed by the Reserve Bank. The Reserve Bank made a further con¬ 
tribution of Rs. 12 crores to the National Agricultural, Credit 
(Long-term Operations) Fund. During the year 1963-64 loans 
amounting to Ks. 3 3.”) crores were sanctioned from tlie Fund to 
14 State Governments for contribution to the share capital of 
various co-operative credit institutions During the year, the 
Reserve Bank made a further contribution of Rs. 1 crore to the 
National Agricultural Credit (Stabilisation) Fund. So far no 
amount has been utilised from this Fund. 

In order to encourage co-operatives to admit more members 
from the ‘weaker sections’ of the community and to provide them 
adequate credit, the Government of India advised all State Gk)V- 
'ernments to give outright grants to be credited to the special 
bad debt reserves of the co-operatives. Grants are to bo given 
to each Central co-oporalive bank and each society at 1 per cent 
and 3 per cent, respectively, of the additional loans advanced by 
them over ^he previous year. 

Despite these efforts of the Reserve Bank and the Govern¬ 
ment of India the credit facilities available to the agriculturists 
are still very inadequate. But the need for credit facilities was 
never greater than it is today. While on the one hand, with the 
increasing regulation of money-lending and the abolition of the 
,Zamindari system, the traditional sources of credit for our agri¬ 
culturists are being rapidly choked off, tm the other, the culti¬ 
vators are being urged to take to improved technique, seeds, ferti¬ 
lisers, etc. As our development plans gather momentum and the 
farmer goes in for modern and more costly equipment, his needs 
for finance will increase still further. It is, therefore, very neces¬ 
sary that earnest efforts should be made to improve and expand 
rural credit. Here are a fe^^ suggestions:— • 

Suggeeptious for Improvement • 

1. .Since co-operative movement is the best agency of rural 
credit, the most important suggestion is to extend and improve 
the co-operative ere^t movement. 
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2. Bat it will take several years for the co-operative move- 
zaent to expand sufficiently to be able to provide adequate credit 
facilities to the agriculturists. In the meantime, the Central and 
the State Governments should take an increasing share in short¬ 
term finance. 

3. The system of ^taecavi’ loans should be simplified, liberalis¬ 
ed and made more prompt. However, it will be better if the Gov¬ 
ernment lends through the co-operatives. This will have the addi¬ 
tional advantage of encouraging the co-operative movement. 

4. Since, however, the funds at the disposal of the Govern¬ 
ment are bound to be limited, it will be better to start some sort 
of credit institutions on the model of “guaranteed credit organi¬ 
sations’* of TJ.S.A. These should be closely linked up with the 
Reserve Bank of India. 

5. The Reserve Bank itself should play an increasing part 
in the provision of rural finance, especially long-term and medium- 
term finance. It should link up indigenous bankers who finance 
most of the agricultural marketing. It should also co-ordinate 
the various agencies of rural credit. 

6. Rural savings should also be mobilised. Development 
of co-operative societies and encouragement of deposits in Post 
Office Savings Banks will be the good methods of doing the same. 

7. A very important improvement will bo the development 
of licensed warehousing. Through such warehouses, the culti¬ 
vator will be brought into contact with the banking system of 
the country. From the banks, he will be able to borrow at cheaper 
rates on the security of his produce. 

It is gratifying to note that steps are being already taken 
on the above lines. The First Five-Year Plan lays great em¬ 
phasis on the development of the co-operative movement. The 
Reserve Bank is also making available increasingly large amounts 
for rural finance. The Central Government is considering the estab¬ 
lishment of an Agricultural Finance Corporation. The recom¬ 
mendations of the Rural Credit Survey Committee on the re¬ 
organisation of rural credit are being implemented. 

PROBLEM OF RURAL INDEBTEDNESS 

Magnitude of Indebtedness 

Estimates have been made from time to time as to the ex¬ 
tent of agricultural indebtedness in India. The following esti¬ 
mates made at different times clearly show the trend towards 
growing agricultural indebtedness:— 

* 1. Sir Edward Maclagan —^1911 Rs. 300 crores.* 

2. M. L. Darling —1925 Ra. 600 crores.* 

1. For British ludia, based on Nicholson's estimate for Madras af Ba, 45 
erores. 

2. Based on Funjah figure of Bs. 90 crores. 
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3. The Central Banking 

Committee -^1929 Ea. 900 crores. 

4. The Agricultural Credit 

Deptt. of Eeserve 

Bank —1937 Es. 1,800 crores. 

In recent years, the burden of rural debt must have become 
lighter owing to a continued rise in prices. Eecent enquiries in 
Madras and Mysore, however, show that the indebtedness is 
again on the increase. In any case the relief on account of high 
prices has not passed to tenants and agricultural labourers. This 
is also confirmed by the results of Agricultural Labour Enquiry. 
The Eural Credit Survey Beport 1955 estimated that agricul¬ 
turists borrowed about Es. 750 crores in a year. 

Conjectural element in these estimates cannot be ruled out. 
But it cannot be denied that the volume of rural debt is a huge 
one. It represents a back breaking burden. However, the gra¬ 
vity of the situation does not lie in the magnitude of the debt. 
It is in the nature of the debt4n which rural India sins the most. 
The bulk of this debt is unproductive. Borrowing is no sin; 
every business is based on borrowing. But borrowing for busi¬ 
ness or productive borrowing can be safely commended, and not 
unproductive borrowing. A productive debt is self-liquidating. 
It creates means for the repayment of the principal as well as 
interest whereas an unproductive debt is a dead weight and is 
cumulative. 

However, the Eural Credit Follow-up Rurvey, 1957-58, high¬ 
lights a reduction in indebtedness per family and an increase in 
payment of borrowings. The total amount of borrowings per 
family declined from Es. 263 in 1951-52 to 218 in 1957-58, the 
average amount repaid increased from Es. 77 to Es. 102 and the 
outstanding debt fell from Es. 434 to Es. 375 [The second all- 
India rural debt and investment survey for 1961-62, conducted 
by the Eeserve Bank of India, has shown that a large propor¬ 
tion of rural households (nearly 62 per cent) liad outstanding 
loans in cash at the end of June, 1962. The average debt per re¬ 
porting household was about Es, 654 for all rural households, 
Rs. 719 for cultivator households and Es. 429 for non-cultivatcar 
households.] 

According to the latest Reseiwe Bank Survey of rural in¬ 
debtedness relating to the year 1961-62, the amount of rural 
debt exceeds Rs. 3,000 crores. The average indebtedness of each 
of the 74 million of rural families in the country is Rs. 406. In 
1961-62 alone, the rural population had to incur debts amount¬ 
ing to Rs. 1,332 crores which works out approximately to Rs. 180 
per family. This reveals not only the appalling poverty of the 
rural masses of India but it also disproves the contention that 
the villagers are now prosperous enough to make a saving and 
invest in agriculture and snt&H industry. The heavy debt con- 
traeted in one year alone proves that rural indebtedness 
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was not just a legacy of the past but a eontinuing fact of Ind^ 
economic life on which a decade of planning has made little iin> 
pact nor have the efforts at reduction of rural debt through co¬ 
operatives made any impact. 

Oauses of Indebtedness 

A debt calls for borrowers with need to borrow and security 
to offer and lenders with capital and willingness to lend. The 
willingness to lend depends upon (i) the security offered by the 
borrower, (ii) his capacity to repay and (iii) the existence of 
courts to which recourse may be had to realize the debt. 

The British rule increased opportunities both for borrowing 
and lending. The need to borrow increased with the pressure of 
population on land. This need was not always economic. There 
were social needs too. The peasant’s extravagant habits made 
resource to the money-lender inevitable. We may now summarize 
the causes of rural indebtedness: 

1. The peasant has to borrow to carry on. His holding is 
an uneconomic unit. Frequent droughts and floods compel the 
peasant to borrow. Insecurity of crops is one of the major causes 
of rural indebtedness. The farmer cannot afford to buy imple¬ 
ments and manures. He must borrow to meet all these needs, 
feince his income is low. His low income is due to the factors 
like small and fragmented holdings, failure of crops, his poor 
physique and ill-health, his utter ignorance and conservatism and 
absence of side-line industries (a second string to his bow), etc. 

2. Heavy cattle mortality is another reason. His cattle are 
mere bags of skin and bone. There is not enough for them. They 
die of drought and disease. As the peasant has no resources, he 
is compelled to borrow to buy bullocks. 

3. The peasant’s habits are improvident. He has neither the 
capacity nor the inclination to save. Thrift is not one of his 
virtues. In the absence of saving.s, borrowing becomes essential. 

4. The peasant’s extravagant expenditure upon marriage 
and other ceremonies adds to his total debt. Normally, the pea¬ 
sant leads a frugal, even a miserly life. But consideration of 
family status and dignity leads him to reckless expenditure on 
social ceremonies. 

5. The money-lender does not let the peasant escape once 
he is'in his clutches. The vicious system of money-lending is res¬ 
ponsible for a large proportion of rural debt. The exorbitant 
rates of interest charged by the money-lender, manipulations of 
accounts, and the numerous and ingenious frauds and malprac¬ 
tices he indulges in, create a situation from which the simple- 
minded, poor and helpless farmer cannot extricate himself. 

6. The inflated^ values of land an4 its produce tempt the 
peasant to borrow and the mone^ender 1# lend. Thus it ie^nol' 
merely xroverty which is responsible for debt but also prosperity. 
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Poverty explainif the necessity for borrowing ahd prosperity the 
facility thereof. A poor man borrows because he must, whereas 
a rich man borrows because he can. The inflated land values 
brought the farmer a measure of prosperity which he utilised in 
raising his standard of living and of social ceremonies. He found 
the money-lender only too willing to oblige him. 

7. Land revenue is quite a heavy sum for the small holder 
to pay. He has no cash resources and is often compelled 1o bor¬ 
row to pay revenue, even though it averages only about Rs. 2 
per acre. 

8. Ancestral debt is an important cause of indebtedness. 
It is said that a farmer is born in debt, he lives under debt and" 
passes his debt on to those who follow him after death. He could 
easily shake off the ancestral debt by giving up his claim on 
ancestral property. But his sense of family honour would not 
let him do that. 

9. Litigation is also responsible for indebtedness. Normally, 
a peasant is a peace-loving person. He believes in Pauohsheet 
(co-existence). But when he is provoked and his passions are 
aroused there is no stopping him from a fight. To win a law 
suit becomes his hobby. Litigation has ruined rural population. 

Thus, a whole host of causes have conspired to create this 
baffling problem of agricultural indebtedness. Both the necessity 
to borrow and the opportunity or facility to borrow have contri¬ 
buted to the heavy burden of rural debt. 

Consequences of Indebtedness 

Money borrowed for productive purpose.s results in increas¬ 
ed prosperity. Used for unproductive purposes, a loan is an 
ever-increasing burden. It leads to all kinds of evil consequences- 
—economic, social and moral. 

(i) Economic Consequences. Indebtedness leads to inefS- 
eiency. Wlien the cultivator finds that his efforts merely benefit 
his creditor, he loses all interest in improving his position. Pro¬ 
ductivity thus decreases. It is bad not only for the peasant who 
is in debt but is also very detrimental to agriculture as well. If 
indebtedness results in mortgage and sale of land, as it has done 
in all parts of the country,^ it means an increase in tenant-culti¬ 
vators and landless labourers. Tenancy cultivation is admitted¬ 
ly a very inferior system of farming. In the marketing of his 
produce also the debt or-peasant suffers. He has to sell it to his 
creditor on the latter’s terms. This means lower monetary re¬ 
turns. Thus private credit has served as a drag on agricultural 
progress in India. 

(ii) Social Consequences. Due to clash of interests, fric¬ 
tion arises between the creditor and debtor. increase of a 

1. Ih Bombay the agricuSuTistg nearly 6 million acres of land to- 
the non*africtdtarists between 1926 and 1987. This is illnstrative of the 
dency in all States. That is why land alienation laws had to be passed. 
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landless class with no avenues of emplojinent creates social dis¬ 
content and causes political agitation. Commnnisni fbads a fertile 
ground in such circumstances. 

(iii) Moral GonsequesoM. The cultivator loses his property 
and, in many cases, his economic freedom. In certain States, a 
large number of cultivators are in a state of serfdom. Says Prof. 
P, J. Thomas, “A labourer borrows a small sum to celebrate a 
■wedding or funeral, but in return he has to work for the lender. 
He can never save up the amount needed, and the transaction be¬ 
comes an indenture for life.”"^ 

Remedial Measures 

The problem can be attacked from two angles—settlement 
of old debts and control over new ones. 

(1) Settlement of Old Debts. It is obvious that unless the 
burden of old debt is reduced, there is no hope of agricultural 
advancement. We can declare the debtor insolvent where his 
assets fall short of his liabilities. “No one desires to see a whole¬ 
sale resort to insolvency,” wrote the Agricultural Commission, 
“and no one desires to witness a continuation of a system under 
which people are born in debt, and live in debt and die in debt, 
passing on their burden to those who follow.”® In some States 
legislation has been passed permitting declaration of insolvency 
under certain conditions and in others scaling down and concilia¬ 
tion of debts. 

Though differing in details, laws passed in most States have 
common features. They all provide for the establishment of 
Debt Conciliation Boards representing debtors and creditors The 
Board can apply persuasion to conciliate debts and reduce them. 
Instalments are then fixed with due regard to the paying capa¬ 
city of the debtor ranging over a period of 15 to 20'ye*irs. Re¬ 
payment of conciliated debts is then made essential. 

Measures relating to compulsory scaling down and liquida¬ 
tion have been taken in several States like Madras, Madhya Pra¬ 
desh, Bombay, Uttar Pradesh, Mysore and former Travancore. 

The main objects of these Acts were: 

(i) Reduction of outstanding debts so as not to exceed 
the principal (‘damdupat’), less all payment received 
by the creditor, 

(ii) reduction of arrears of interest, and 

(iii) fixing of the rate of interest for subsequent years. 

(2) Control of New Borrowing. The second approach to the 
problem of indebtedness is to discourage unproductive borrow¬ 
ing. This can be done through propaganda and spread of edu¬ 
cation. Village Panchayats can do a gteat deal of work in this 
connection. 

' - • • 

1. Mukherjee —Soonomic Problems of Modern India, VoL I, p, 172. 

2. Beport, pp. 440-41. 
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But pen9aA8ioi> may taka lung to piroduoe results. In the 
uueautime, the peasants must be saved. This can be done part^ 
by measures to limit his credit. Credit can be reduced by limits 
ing the transfer of right in land. Besides, the temptation to lend 
•can also be curbed by restricting the power to attach peasant’s 
property. In addition, lending can be so regulated as to make 
fraudulent practices impossible. Most important of all, the lend¬ 
ing agency should as far as possible be the co-operation society 
which will lend for productive purpose only. 

Let us consider these measures in detail. 

Restrictions on the Borrowers. The most important of these 
are legal restrictions on the transfer of land as laid down by the 
Punjab Land Alienation Act of 1901 and TJ.P. Act of 1903. 

These Acts achieved their main object of restricting the 
transfer of agricultural land from agricultural to non-agricul- 
tural classes. Some evasion, however, took place through ‘benami’ 
transactions by which transfers were nominally made in favour 
of an agriculturist while the real benefit was received* by the 
non-agriculturist money-lender. 

It has to be admitted, however, that now the agriculturist 
money-lender, in place of the non-agriculturist, bought up the 
peasant’s land and reduced him to the status of a tenant. 

After the Republic of India came into being, the Punjab 
Land Alienation Act, 1901, was considered repugnant to the 
Constitution and was repealed by the President. There are, how¬ 
ever, still certain restrictions on transfers to non-agriculturists 
in some States but the word “agriculturist” is defined to mean 
“any person who takes to agriculture”. 

In addition to the restrictions on the transfer of land, there 
are restrictions on the attachment or sale of implements and 
cattle necessary for tillage, and the agriculturist’s house. This 
'discouraged the money-lender from lending 

Restrictions on the Lender. The restrictions on the borrower 
are also restrictions on tlie lender, because they make the latter 
more cautious in lending. But there are some direct restrictions 
on the money-lender, like provisions for his registration and 
licensing, regulation of his accounts, limitations of rates of in¬ 
terest that he can charge, and so on. 

These provisions are contained in a number of Acts passed 
by various States. There is also the Usurious Loans Act, 1918, 
passed by the Centre. It aims at fixing a maximum rate of in¬ 
terest. llie Act was a dead letter. Hence it has been amended 
in almost, all States and it is now compulsory for courts to re¬ 
open accounts, and reduce the rate of interest. 

Kain Fealnres mt Debt Legistatiou 

The laws passed in the various States to tackle rural in- 
•debtedness provide generally for the following;— 
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(i) aM licaiigiag of MoBfiy4«]id«r. The 

iBoiiey-leiider has to get himself registered and take out a iieetiee 
in some States before he can do business. In case of dishonesty^ 
the licence can be cancelled. An unlicensed muney-lender can 
be punished with fines. It is not easy to enforce the law in prac¬ 
tice. 

(ii) Begulation of Accounts. The money-lender has to main¬ 
tain accounts and furnish his debtor with a periodic statement of 
his liabilities. In some States a statement is applied only on de¬ 
mand by debtor. Penalties ace provided for failure to do so. 
Entry of'fictitious amounts is punishable with fines. However^ 
the debtor’s urgent need and his ignorance of his rights make 
the law ineffective. 

(iii) Limitation of Interest Bates. Maximum rates of in¬ 
terest chargeable are fixed by law. Distinction is made between 
secured and unsecured loans. The latter usually pay a higher 
rate. The rate of interest varies in States from 9 to 12|%. In 
almost all States, total interest on a loan cannot exceed its prin¬ 
cipal. 

It is very ditfieult to enforce rates of interest. The lender 
can always charge a higher rate from a needy borrower either 
by an agreement out of court or by entering as principal a sum 
bigger than actually loaned. Such abuses have come to light. 

(iv) Miscellaneous. Other provisions relate to protection of 
the debtor from molestation. They exempt his holding, his im¬ 
plements, and other assets from attachment in payment of debt. 

Estimate of Indebtedness Legislation 

There is no doubt that the measures adopted by thv Govern¬ 
ment for tackling rural indebtedness have brought some relief 
to the cultivators. The co-operative movement also has, to some 
extent, loosened the grip of the money-lender over him. But 
it will not be correct to conclude that these laws were able to 
tackle effectively the problem of rural indebtedness. 

The various measures of debt legislation have had the im¬ 
mediate effect of contracting credit. The money-lender has al¬ 
most wound up his business and has migrated to the towns in 
search of some other avenues of investment for his money. In¬ 
sofar as it has decreased the chances of borrowing for unproduc¬ 
tive purposes, it has proved to he a blessing in disguise. But 
.the loans for genuine productive purposes are also not available 
and consequently enterprising agriculturists are seriously handi¬ 
capped in extending or improving agricultural operations. From 
thfc point of view this legislation has proved positively detri¬ 
mental to the interest of agriculture and agriculturist. 

These legislative measures have Ikiled to tackle the real 
problem. There is no dembt that the vofhme of indebtednesa hiMR 
decreased partly owing w these measures but more so ow^g ^ 
receeot high agricultural prices. But so long as agriculture r8- 
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maias a loamg business, the problem is bound to raise its ugly 
liead. A careful review of the effects of this legislation in all 
States in India shows that it has not brought any material im¬ 
provement. It has been quite ineflfective. The legislative con¬ 
trol, says the Eural Credit Survey Report, “has had little effect 
on the money-lender or his operations beyond putting him to the 
necessity of devising a variety of legal camouflage for a whole 
wariety of illegality”. 

The money-lending legislation has been ineflfective because 
no or very few complementary measures were taken to induce 
changes in the required direction. Such measures would be to 
strengthen institutional agencies in the sphere of agricultural 
credit. The most comprehensive suggestions in this regard were 
made by the Agricultural Finance Sub-committee of the Policy 
‘Committee on Agriculture in 1944. They Avere: 

(i)‘Need to fix the maximum rate of interest at a level not 
•unduly low. 

(iil Need to have an adequate system of supervisfon and 
•enforcement. 

(iii) Inclusion of a number of points to properlj*^ eoiitrol and 
supervise the money-lender in eomprehensive i)iece of legisla¬ 
tion, e.g., 

(a) Registration; fb) Licensing of money-lenders; (c) Pro¬ 
per maintenance of accomits; (d) Non-entering of amounts larger 
than those lent; (e) Periodic furnishing of accounts; (f) Issue 
of receipts to debtor; (g) Limitation of rate of interest; (h) 
Rules of ‘Damdupat’; (i) No unlawful charge for expenses like 
■‘girakholni’, etc.; (j) Provision to deposit in a court an amount 
in part or* complete payment of loan to the creditor; (k) Insti¬ 
tution of suits by debtors for taking account and for having 
amounts due from them determined; (1) Protection of debtors 
from molestation and intimidation; (m) Infringement of law to 
be made punishable with fine and imprisonment. 

The Rural Credit Survey Report draws attention to the 
above and recommends for special consideration the following 
points:— 

(i) The rates of interest in different States should be re¬ 
viewed and revised in a realistic manner. The money-lender can¬ 
not be expected to charge rates lower than those of institutional 
agencies; 

(ii) Administrative arrangements for the enforcement of the 
Act should be reviewed and adequate supervision ensured; and 

(iii) A review of money-lending legislation in different 
"States to make it cover all points. 

Tnttirt'of Motney-lend^ni 

The question often asked is “what pall will the money-lenders 
play in the future evolution of rur^ credit in India?” The 
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^iral Credit Survey Report has exaJttimed this question in detail. 
It holds that the money-lender cannot be fitted into any inte¬ 
grated scheme of rural credit. The Report stresses need for eon- 
oentration of all State efforts to develop co-operative agencies to 
provide credit. This will reduce the importance Of the activitieo- 
of the private money-lenders and the State will be able to exercise 
control on them with a realistic legislative framework. 

Thus “once a healthy alternate agency offering vigorous 
competition to the money-lenders is built up, the money-lenders 
will play a more fruitful role in the development of rural eco¬ 
nomy under a more realistic system of State regulation.” 

Reserve Bank of India and Agrioultural Finance 

In an agricultural country, the Central Bank has a special 
responsibility for supplying credit facilities to agriculturists. With 
this end in view, the Reserve Bank of India set up a separate 
Agricultural Credit Department whose functions are: (i) To* 

maintain an expert staff for the study of the various problems 
of agricultural crdit; (ii) to make its advice available to the 
Central Government, State Governments and Provincial Co-ope¬ 
rative Banks in matters of promoting rural credit; and (iii) to 
finance agricultural operations and movement of crops through- 
the provincial Co-operative Banks and other agencies in agricul¬ 
tural credit. 

Considering that 90% of agricultural finance comes from the 
indigenous bankers and the village money-lenders the Reserve 
Bank put up a scheme in 1937 for linking up these bankers with 
itself. Sir George Schuster remarked in 1933: “Until the vast 
portion of India's banking and credit, which is represented by 
the indigenous bankers, is put into gear with the relatively small 
machine of modernised money market, with Reserve Bank as the 
central control, it will be impossible for the masses i)f the people 
who populate the country-side of India to get the full benefits 
of banking and credit facilities on reasonable terms, which a 
well organised banking system ought to give.” But the indige¬ 
nous bankers refused to accept the conditions laid down by the- 
Reserve Bank for this ‘gearing up’. 

The Reserve Bank of India provides assistance by way of; 

(i) Short-term loans to State co-operative banks for sea¬ 
sonal agricultural operations and marketing of crops- 
at 2% below the Bank Rate; 

(ii) Medium-term loans for specified agricultural purposes 
at 1|% below the Bank Rate; 

(iii) Short-term loans to State eo-operative banks for pro¬ 
duction and marketing of handloom production at 

,below the Bank Bate; and 

(iv) Doans to State govemm^nte from the Nati^al AundU 

cultural Credit (Long-term Operations) for 
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participation in the sbare capital of co<^perative ere* 
dit institutions at all IctcIs. 

The loans are made against specified securities, viz., Govern¬ 
ment Securities of 90 days’ maturity, trustee securities, promis- 
sory notes of Provincial Co-operative Banks secured by ware¬ 
house receipts or by documents of title to goods pledged as secu¬ 
rity, etc. The Bank rediscounts bills of exchange or promiBsor3r 
notes maturing within 9 months (later raised to 15 months) and 
issued for seasonal agricultural ^ance and marketing of crops. 
Such bills, etc., must be endorsed by a scheduled bank or a Pro¬ 
vincial Co-operative Bank. These arf>’the arrangements for short¬ 
term credit. 

As far as the long-term credit, the Reserve Bank takes part 
indirectly by subscribing to the debentures of land mortgage 
banks. The Reserve Bank made a special offer to subscribe up 
to a maximum of two-thirds of an issue of rural debentures from 
its National Agricultural (Long-term Operations) Fund. A 
scheme for the floatations of rural debentures by Central Land 
Mortgage Banks was drawn up by the Reserve Bank during 
1957-58 to mobilise rural savings. Under the scheme, the Re¬ 
serve Bank contributed in 1958-59 to the debentures issued by 
the Saurashtra and Orissa Central Land Mortgage Banks to the 
extent they were not taken over by public. The Reserve Bank’s 
holdings of rural, ordinary and special debentures on March 31, 
1963, amounted to Rs. 5.75 crores. 

In early years, very little use was made of these facilities 
by the co-operative movement. The conditions on which the Re¬ 
serve Bank was prepared to grant accommodation were rather 
difficult. The Reserve Bank’s rigid attitude came in for a good 
deal of criticism. However, during recent years serious efforts 
were made by the Reserve Bank in the direction of improving 
rural credit facilities. From a passive role, the Reserve Bank has- 
now come fo play a very active and important role in providing 
financial accommodation to the Provincial Co-operative Banks. 
For this purpose the following are some of the steps that it has 
taken *. 

(i) The period of maturity of bills of exchange and promis- 
, sory notes has been raised from 9 months to 15 months; 

(ii) discounting of bills based on bona fide commercial tran¬ 
sactions which was previously confined to scheduled banks has 
now been extended to co-operative banks also; 

(iii) while previously all loans from the Bank had to be re¬ 
paid by a fixed date (30th September) now they are allowed to 
run to their full periods; 

(iv) credit limits, though used once, can be utilised through¬ 
out ^e year; and * 

(v) more expeditious disposal of loan applieations. 

Owing to the above steps, the assistance provided by thw 
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Bmrve Bank has shown a sharp increase. The short>term loans 
sanctioned in 1962-63 amounted to Bs. 163.94 crores as against 
the limits sanctioned of about Rs. 12 crores in 1951-52. The out¬ 
standings of these loans at the end of 1962-63 were Ba. 124.38 
crores. The outstandiugs of medium-term loans on the same date 
were Bs. 10.56 crores as against nil in 1951-52. 

Apart from the above measures regarding short-term and 
long-term credit, the Reserve Bank has also started since 1954 
giving medium-term loans to the State Co-operative Banks. This 
was made possible by the amendment of the Reserve Bank Act 
in 1953.'By virtue of this amendment, the Bank could lend up to 
a maximum of Rs. 5 crores for periods not less than 15 months 
and not exceeding 5 years. This amendment also enables the Bank 
to finance wider range of rural economic activities including 
production and marketing of a^icultural and animal husbandry 
products and processing of agricultural goods where processing 
is necesary and preliminary to marketing. Under these provi¬ 
sions, .the Reserve Bank has started giving loans for three years 
at 2% below the Bank Rate. The guarantee of a State Govern¬ 
ment serves as a security. The medium-term loans sanctioned 
by the Reserve Bank State Co-operative Banks rose from Rs. 1.57 
crores in 1956-57 to 9.67 crores in 1961-62 but fell to Rs. 3.58 
crores in 1962-63. 

So far as research on rural credit j)roblems is conecnied, tlie 
Bank has really done (‘ommeiidable work. Besides, it has been 
giving useful advice to the Central Government, State Govern¬ 
ments and Provincial Co-operative Banks on matters relating to 
rural finance such as debt legislation, organisation of land mort¬ 
gage banks, etc. Under th(‘ auspices of the Bank, a comprehen¬ 
sive All-India Rural Credit Survey was conducted in < 1952 whose 
repc^rt was published in 1954. 

The Reserve Bank has also taken some other steps towards 
strengthening the rural credit structure of the country. It has 
set up a Department of Banking Development which helps in 
the development of co-()])crative banks of the central type. 

Also, the Reserve* Bank has started since 19.52-53 a system 
of inspection, on a voluntary basis, of co-operative hanks. The 
defects noted and suggestions for improvement were communi¬ 
cated in each case to the Registrar of Co-operative Societies. This 
is bound to improve their working. 

In order to make well-trained and adequate staff available, 
the Reserve Bank has recently sponsored and sub.sidized the estab¬ 
lishment of an All-India (\*ntro for co-operative personnel at 
Poona. 

Thus the Reserve Bank can no longer he blamed of apathy 

And indifference towards the problem of agricultural fin^ce. 

' 

8tMe Bank of India and Bural Ckedit 

In pursuance of tihe recommendation of the Rural Credit Sur- 
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voy Committee the Imperial Bank of India was nationalised and 
started functioning as State Bank of India on July 1, 1955. One 
of the aims of this step was that the State Bank should play an im¬ 
portant role in the extension and improvement of rural credit. Ac¬ 
cordingly, the State Bank has been taking very keen interest in 
the tield of agricultural credit. 

The State Bank of India has helped rural credit in these 
ways: (i) It has provided general assistance in the development 
of rural credit; (ii) it has provided finance for land mortgage 
banks; (iii) it has given financial accommodation to marketing 
and processing co-operative societies; (iv) it has also provided 
assistance to the scheme of warehousing. 

As for assistance to co-operative credit institutions, the State 
Bank gives loans and overdraft facilities against Government 
securities at concessional rate, i.e,, •§% below the State Bank 
Ad\ances Kate subject to a minimum of 3% per annum. The 
Co-operative institutions are also able to get advances on the 
repledge of goods at concessional rate. i.e.. .1% belo'vs t?ie usual 
rate. It also grants advances to State Co-operative Banks to 
enable them to finance their affiliated Co-operative Societies. The 
State Bank has also liberalised its remittance facilities to co¬ 
operative central financing agencies. This is in regard to short¬ 
term finance. 

As for hmg-term finance, the State Bank assists central land 
mortgage banks in a number of ways. For instance, it subscribes 
to the debentures flooded by them from time to time. It thus 
helps them to finance land development schemes. The State Bank 
also grants advances against the security of such debentures. 
In tliis way it improves the marketability of such debentures. 
Moreover,* the State Bank grants limited temporary financial ae- 
eoinraodation to land mortgage hanks to helj) them in their nor¬ 
mal lending operations pending the floatation of debentures. Tlie 
significant "role that the State Bank lias played in this connection 
is evident from the fact that its holdings of debentures of land 
mortgage hanks rose from Ks, 5 lakhs in 1054 to Rs. 77 lakhs 
in 1059. 

The State Bank gives financial assistance to co-operative 
marketing and processing societies in areas where there is no pos¬ 
sibility of any central co-operative financing agency giving 
prompt and adequate accommodation at reasonable rates. Mar¬ 
keting societies are given advance against pledge of produce in 
order to enable them to wait for selling at favourable rates. Simi¬ 
larly it grants accommodation to processing co-operative socie¬ 
ties such as sugar factories and ginning and pressing factories. 
The total credit limits sanctioned to marketing and processing 
societies other than sugar factories on April 30, 1960, amounted 
to Ks. 210 lakhs and to sugar factories Rs. 236 lakhs. 

The warehousing schemes have also received assistance from 
the Btate Bank. It has tried to open branches where warehouses 
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have b(*eii sot up by Ontral and State AVareboUKsinj? Corpora¬ 
tions. It charges ('oneohsiowal rates of interest on advances 
against wareJiouse receipts. Such advanees have riseji from 
Re. 9.4 lakhs hi 1958 to Ks. 197.96 lakhs in 1960. 

The State Bank has thus made a significant entry into the 
field of agricultural finance. As it acquires more experience, tins 
new source of rural finance will grow much more imporlant. 

Rural Credit Survey 

For some time a feeling was growing that the things were not 
all well with our rural credit. In spite of half a century of co¬ 
operative effort, the institutional agencies of credit ])layed only 
an insignificant part. The co-oi)eratives supplied barely of 
the total borrowings of the agriculturists and the (lovernment an 
equally insignificant ])ortioii. The jirivate agencies like the 
money-lenders and the traders still reigned supreme. But the 
potentialities of the (‘o-operative movement were still unquestioji- 
ed. What was needed Avas to create conditions congenial for its 
develoimient and succc'ss. There Avas an urgent iumsI for the is*- 
orgSnisatiou of rural credit. 

Accordingly, a C’ommittee of Dii’cction of All-India Rural 
Credit Survey was aj)pointed by the Reserve Bunk of India in 
August 1951. The rcjiort of the Committee Avas published in 
D(‘cember 1954. Th(> Comniit1e(‘ surveyed 600 villages in 75 dis¬ 
tricts all over the country and covered l,27,34.‘l rejiresentative 
families. A Rural Credit FolloAv-up Survey was made in 1957- 
58 and ils report Avas released in 1960. 

Its Main Findings. The Sniwey brought out the folloAving 
facts:— 

1. The village averag(‘ of outstamling debt per faihily Aaried 
from Rs. 29 to Rs. 1,200. The district average slioAved sonu* con¬ 
centration in the range Ks. 100—Rs. IlOO per family 

2. As betAveen the cultivators and the noii-eultivators, the 
form(T Avere relatively more extensively indebted and for larger 
amounts than the latter. 

.‘1. The debt p<'r indebt(sl cultivating family varied from 
Rs. 140 in Ifazaribagh (Bihar) to Rs, 2,100 in Bhalinda (Ptqisu). 

4. As a rule the burdtui of debt ])er acre increased as the 
number of acres cultivated by a family decreased. 

5. More than 50'^ of tlie cultivating familit's borroAved loans 
during the year of the survey. The amount borroAved varied from 
Rs, 20 in Karapur (Orissa) to over 700 in Nabiital (U P.). 

6. Of the boiTOAvings by the enltivalors, 82'f was for capi¬ 
tal expf'nditurc* on the farm, about 1~)'/ for current expenditurt' 
on*lhe farm, 479? nearly for family expenditure and the rcat for 
non-farm business expenditure and other expenditure. 41orro^- 
ingti financed about 409^ of the expenditure on marriages and 
■othqr ceremonies and litigation, about 3591 of expenditure on 
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death coroinonips, nearly on medical items and 2rc/ on re¬ 
pair and construction of houses and less than UV/t on other items. 

7. The ijross expenditure on capital formation by rural 
families for the whole country is estimated at about Rs. G5() 
crores, formed of about UOO crores on capital ex])enditure in as;ri- 
eulture excludiiifr piirchase of land and livestock, about 200 
crores oji residential houses, etc., and Rs. 100 cron's as investment 
in non-farm busine.ss. 

8. Th(' credit requirements of a cultivating? family for cer¬ 
tain specified items of capital investment in afjriculture were 
from 2 to (i times larj?er than the actual expenditure on them 
by the upper strata of (odtivators and 3 to 27 times in case of 
lower strata. 

9. As for tile sei'urily for the loan, dO'/f of the surveyed 

families {jot loan ajjainst immovable ])roi)erty; of the rest about 
one-fourtb personal security and most of the remaining did not 
s])(‘eify the security. , 

10. As against Iheir ])er family credit requiremcjits, of 
about Rs. 1,300 by the upper strata and Rs. 800 by the lower 
strata of cultivators, the owned lands and buildings Aven* of the 
value of about Rs. 7,000 and Rs. 2,000 for family of these two 
clas.ses respe(*tive1y. 

11. Roughly one-half to two-thirds of the total fund.s lent 
to rural areas Avere probably deeiAt'd from the urban areas. 

12. Of the avj'rage borrowing of Rs. 210 of a cultivating 
family tluring the y(>ar, 30 Avas borrowed from OoverJiment, SVc 
from co-('pcralives, 14V< from iv'lations, 2V from landlords, 
25% from agriculturist nunicA-h'uders, 45^,< from professional 
money-lender',, (iO from traders ajid less than 1% from (‘ommt'r- 
eial banks, and the r(*maining represented borrowings from other 
classes of creditors. 

The •'UrceA- lod io the formulation of a iiuiiduT of spi'cific 
recommendations by the (’ommittee. 

Integrated Scheme of Rural Credit 

The ('ommittee of IHreetion of the All-India Rural (Vcdit 
rturv’cy proposed an Integrated Scln'ine of Rural Oedit. It is 
based on three fundamental principles; 

1. F>tat(' partnership in the eo-<)p(‘rativ(' movement at differ¬ 
ent levels, 

2. Full co-ordiiiatioii hetAvceii credit and other ceojiomie 
activities; and 

'3. Administration through adequately trained and efficient 
personnel responsive to the needs of the rural people. 

A very important departure from the past, w'hich is envisag¬ 
ed for future, is that the State is entering into partnership with 
co-operative institutions at various levels. This partnership will 
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provide: (a) additional strength to co-operatives, (b) better guid¬ 
ance, and (c) greater financial assistance. 

Main Features 

The main features of the Integrated Scheme of Rural Cre¬ 
dit recommended by the committee are as under:— 

1. There should be State partnership, including financial 
partnership, in co-operative rural credit. In this way, such cre¬ 
dit will not only be expanded and strengthened but also used 
for positive purpose of production and for the positive benefit 
of the rural producer. 

2. There should be similar State partnership for the benefit 
of the rural producer, in a programme for the organisation of 
processing and marketing on a co-operative basis and for the 
development of storage and warehousing. Establishment of a 

Kational Co-operative Department and Warehousing Board and 
All-India Warehousing Corporation and State Warehousing Com¬ 
panies' was recommended. 

3. A similar >State partnership vras recommended to carry 
out a programme on a co-operative basis for the organisation of 
other activities of the village including farming, irrigation, pro- 
Aision of seed and manure, transport, fisheries, dairying, livestock 
breeding and cottage industries. 

4. There should be an integration of, and States’ financial 
participation in, an important section of commercial banking. 
The purpose is to create a fState partnered and country-wide 
banking institution (to be called the State Bank of India). This 
Bank ma.v, among other things, be cliarged with the development 
of rural and co-operative banking. In particular, it .would seek 
to provide facilities for quick and cheap remittance of money 
in areas hitherto neglected by (Commercial Banks, but where with¬ 
out such facilities on development of lural or co-operative bank¬ 
ing is possible, 

5. A new type of personnel should be trained which is not 
onl.v technically qualified but also has a rural bias in its sym¬ 
pathies and attitudes. 

6. The extent of State partnership should be so regulated 
that it is possible for the primary societies, which form the base 
of co-operative structure, to become fully ‘co-operative’ within a 
measurable period, by the process of themselves replacing the 
State part of the share capital. At the higher levels of co-opera¬ 
tive structure, the major partnership of the State should be re¬ 
tained until such time as may be required in the interests of the 
co-operative organised at the rural base. 

7. The committee recommended the creation of several 
funds. Two funds were proposed under the Reserve Bank* (i) 
The National Agifeultural Credit (Long-term Operations) Fttad 
and (ii) The National Agricultural Credit (Stabilisation) hkmd. 
The first Fund, viz., the National Agricultural Credit (Long-term 
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Operations) Fund is to be utilised by the Eeserve Bank for giving 
long-term loans to the State Governments to enable them to 
participate in the share capital of the State co-operative banks, 
tentral co-operative banks, large-sized primary credit societies, 
central land mortgage banks, primary land mortgage bsmks, etc. 
The Fund may also be used by the Reserve Bank to give long¬ 
term accommodation (for periods exceeding 5 years) to land mort¬ 
gage banks (i) by way of direct loans and (ii) by purchase of 
whole or part of ‘social development debentures’ of the land 
mortgage banks. 

The second Fund, viz., the National Agricultural Credit (Sta¬ 
bilisation) Fund, is to be utilised for the purpose of granting 
medium-term loans to State co-operative banks, etc., to enable 
them to repay any of their short-term loans to the Reserve Bank 
when on account of famine, drought, etc., it is not possible for 
such loans to be repaid out of the borrowing institution’s own 
resources. ^ 

Besides the above two funds, another fmid. National Agri- 
eultural Credit (Relief and Guarantee) Fund, was proi^osed to 
be ereated under the ^Ministry of Food and Agriculture. A sum 
of Its. ] eror(' was to be credited to this fund annually. This 
fund may be used to give grants to the eo-operative eredit insti¬ 
tutions Ibrough the State Governments concerned, for the pur- 
jjose of writing otf irreeoverahh' arrears where the Ministry is 
satisfied that such arrears have arisen from causes, such as wide¬ 
spread or ehronie famines, beyond the control of the eo-operative 
institutions concerned. 

Two funds were proposed under the NatioTial Co-operative 
Development and Warehousing Board; (i") The National Co-opera¬ 
tive Development Fund and (ii) National Warehousing Develop¬ 
ment F\ind. Rs. 5 crores annually are to be divided between 
these two funds, besides an initial non-recurring contribution of 
Rs. 5 crores to the second Fund. The first of these Funds is uti¬ 
lised by the Board for granting loans, subsidies, etc., for dcveloy)- 
inc'nt of storage, warehousing and distribution activities. The 
second is used for the development of the warehousing facilities. 

8, The Reserve Bank is to continue to give short-term ac¬ 
commodation on the guarantee of the Stale Government through 
State co-operative banks. It is also to continue to give medium- 
term loans to State co-operative banks and through them to cen¬ 
tral co-operative banks and societies. 

The Reserve Bank should also continue to give long-term ac¬ 
commodation to land mortgage banks through the normal pur¬ 
chase of marketable securities as a part of Bank*s ordinary op»^ 
rations. In all these cases, both principal and interest should be • 
guaranteed by the Stale Government. 

• 9. ‘Taccavi’ and similar loans should be strictly limited to 
'distress’ finance to meet contingencies sucH as famine, security, 
ate. 
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10. A phased programme for the* reorganisation of co-opera¬ 
tive credit institutions at all levels should be drawn up by the 
Wtate Governments ni consultation with the Reserve Bank. The 
re-organisation should be on the basis of major State partner¬ 
ship. Such major State partnership should eontiinie indefinitely 
at the apex and the district levels but should be for a limited 
])eriod at the primary level. 

11. There should be co-ordination between the short-term 
and long-term parts of the credit structure. State co-operative 
hanks and central land mortgage hanks should have a eommon 
administrative staff and all or some eommon directors. 

12. The primary ert'dit strueture should be developed in 
the direction of large-sized soei('tie,s with limited liability. 

13. The short-term loans should, for ju'oduetion purpose, 
be related in amount to the estimated outlay on raising the crop 

Jhnd should b<' rf’eovered from the proceeds of the sale. Loans 
should preferably be disbursed in kind. 

The' provision for eonsunii)tion loan (e.g., for marriage) 
should be made out of a ‘chit fund’. The membership of this 
fujid may be wider than that of the primary credit society and 
may include*, besides cultivators, agricultural labourers, artisans, 
etc. 

14. The medium-term loans should also b<* pr(»vided by the 
short-term structure of the co-operative credit. Tin* making of 
loug-term loans should be the responsibility of land mortgage 
hanks and such loans .slionld be jirimarily for ])ro(liM'ti\'e })iir- 
poses. 

15. Supervision of societies should be the function of the 
apex and central banks. (Vedit, and also g('iieral administration, 
should coutiiiue to be the responsibility of the State Government. 

lb. Vigorous steps should be taken to extend and develoj) 
co-operative marketing and processing societies at all levels. The 
organisation of sneli societies should be on the basis of major 
State partnership. A system of licensing of imoeessing i*stab- 
lislmients should b(' introduced and eo-o])erativc societies should 
be given preference* in the issue of licences. 

17. Storage and warehousing faeilities in stnaller market- 
towns and ill villages should he developed by the co-operative 
agency. In bigger towns, this should be the eoneern of the State 
Warehousing Companies and the All-Tnclia "Wareliousing Cor¬ 
poration. 

18. The State Bank of India should pay special attention 
to the needs of co-operative institutions connect(*d with credit, 
marketing and processing. 

19. The (k'utral CVnnmittee for Co-operative Training should 

be provided with larger funds by the Government of India and 
the Reserve Bank so that it may be able to enlarge the iSeopft 
and extend the coverage of its training facilities. '■* 
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To sum up. Tho main features of the intejfrated seheme of 
rural credit are: 

(i) State partnership in co-operative institutions at all levels; 

(ii) full (*o-ordiuation betw(‘en en'dit and other allied econo¬ 
mic activities; 

(iii) dcvelopTneut at the base of primary co-operative socie¬ 
ties to make them economic units; 

(iv) establishment of a network of war(‘housin‘r organisations; 
and 

(v) provision of adequate facilities for the training of co¬ 
operative ]»ersonn('l. 

How far have these recommendations been implemented? 

Most of these recoinineiidations have already been imple¬ 
mented : ^ 

1. The Imperial Hank of India Avas nationalised and Wa0 
(‘hanged into State Bank of India. U started functio«iing on 
duly 1, IfM."). The Bank was required, under statutory obligi^l,i 
tion, t(( open 400 branclies within five years. This task has been'jf 
aecomi)lisln‘d. 

"2. Tin* B(‘serve Bank of India Act was ann'iided in 1955 
to enable it to cn'ate tw(» funds, viz., the National Agricultural 
Credit (Long-t(>nn Operations) Fund and the National Agricul¬ 
tural (hv'dii (Stabilisation) Fund The first Fuiul was set up in 
Fi'hruary 195() Avith an initial contribution of Rs. 10 I'rore.s and 
this was to he augmented Avith an annual contribution of Rs. 5 
croiTs. During 1901-02. the Reserve Bank made a further contri¬ 
bution of Rs. 10 crorcs raising the amount to the credit of th** 
Fund to 50 cron's (June IW, 1901). This Fund is to bo used 
for: (a) grant of long-term loans to Stat<* (lovoriiments to enable 
them to eontribute to tin* share cajntal of eo- 0 ]>erative credit in¬ 
stitutions,’(b) ]>rovision of medium-t(*rm agricultural loans; (c) 
grant of long-t('rm loans to central land mortgage banks; and 
(d) purchase of debentures of central land mortgage banks. In 
1901-02, loans to the ext ('lit of Rs. 5.60 erores Avere sanctioned to 
12 Slates for eoiitribution to the share eajtital of co-operative cre¬ 
dit jiistltutions. A sum of Rs. 9.07 erores was saiietioned durijig 
19t;i-02 to l:l Slate eo- 0 |)('rativc banks as medium-term fiuaneial 
a<‘comiuodution. 

The second Fund, viz., the National Agricultural (Vedit 
(Stabilisation) Fund. Avas set up Avith an initial allotment of 
Rs. 1 crore during 1955-5(5 and a furtlier contribution of Rs, 1 
cron* Avas macb* in each year from 1956-57 onAvards. Tlic Fund 
can be drawn upon for giving medinin-term loans and advances 
ta tin* State co-operative banks t) enable them to coiiA’ert short¬ 
term credit into medium-term er-^dit, Avlierever lU'cessary oAving 
to drought, famine or similar calamities. 
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3. Tile National Co-operative Development and Warehous¬ 
ing Board was constituted in September 1956. The Central Ware¬ 
housing Corporation was set up in March 1957. 

4. The Central Committee for Co-operative Training, which 
was jointly constituted by the Reserve Bank and the Covern- 
ment of India, has drawn up a comprehensive scheme of co-ope¬ 
rative training covering all ranks of co-operative staff. Tinder 
this scheme, there is an All-India Co-operative Training Centre 
at Poona for the training of senior officers of the co-operative de¬ 
partment and institutions. There are five Regional Training 
Centres for the training of intermediate grade personnel and 
eight institutions for the training of block level co-operative 
oflicers working in C.D. and N.E.S. Blocks. 

5. The Reserve Bank announced that it would treat the de¬ 
bentures of land mortgage banks, where guaranteed by the State 
Governments, on par with Government securities for aeeommoda- 

tidn. 

i * 

As result of tliese as well as other slejjs taken so far, it is 
looped that rural credit facilities will be considerably expanded, 
^proved and diversified. 

Thus in a measurable ix'riod of time sufficient finances Ti\ill 
be available for agricultural development in India, tluus filling a 
great lacuna in the rural economic i)oliey of India. 

Agricultural Refiuauce Corporation 

Agricultural Refinance Corporation was establish(*d ou July 
1, 1963. It is well known that the development of the agrkul- 
tural sector has been painfully slow. It is also realised that aeeeJe- 
rated agricultural development is vital to rapid economic deve¬ 
lopment in under-developed countries. The main cause which 
has hhidered agricultural dov('lopmont in India is tlie paucity 
of long-term credit. Facilities for short-term and medium-tenn 
credit have expanded fairly rapidly but long-term ere'dit facili¬ 
ties have not grown at the desired rate. During the last ten jears 
(1953-1963), the number of central land mortgage banks increased 
from 5 to 18, and that of primary land mortgage hanks from 280 
to 533. But the growth has not been commensurate with the 
needs. Besides, these institutions give advances mainly for liqui¬ 
dation of old debts. But what was wanted was an institution 
which would make long-term advances for financing big agri¬ 
cultural projects which involve long waiting for return. Such 
projects are obviously beyond the capacity of land mortgagi* in¬ 
stitutions to finance. Hence the setting up of Agricultural Refi¬ 
nance Corporation is both opportune and welcome. 

The Corporation has an authorised capital of Rs. 25 crores 
but will make a start with Rs. 10 crores (Rs. 5 crores interest- 
free loan from the Government of India and Rs. 5 crorea, sub¬ 
scribed by the participating institutions, viz., the Reserve ITank 
of India, scheduled banks, co-operative banks. Life Insurance 
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Corporation, insurance and investment companies in specified 
proportions). No institution can be allotted more than 10% of 
the shares reserved for the class of institutions to which it be¬ 
longs. 

The Corporation will serve as a central refinancing agency 
for agricultural credit. Assistance from the Corporation will be 
available for reclamation and preparation of land, development 
of special crops, mechaniB<‘d farming and development of animal 
husbandry, dairy fanning, pisciculture, poultry farming, etc. 

The main channel for routing financial assistance would be 
the existing banks, co-operative and others. While the central 
land mortgage banks would be the most important channel, hut 
it is r(‘alised that promotion of agricultural development cannot 
be dojie appro}>rialely unless the scheduled banks are also har¬ 
nessed for the imrpose. Hitherto the seheduled banks had kept 
away from meeting tlie financial needs of agriculture. But such 
aloofness can no longer be justified in the context of xfianned 
development of agriculture on progressive and profitable*lines. 
It is hop<‘d that the association of seheduled banks with the Cor¬ 
poration would lead to their gi\ing finance for agricultural opera¬ 
tions in the same way as for industry. 

The setting up of the Agricultural Befinanee Corporation has 
been truly dosenbed as a landmark in rural finance. It i', the 
first institution in tlie eounti*} which has been established for 
specifically assisting these agricultural ])rojects which involve im¬ 
mensely large investTnent and long period of waiting. The em¬ 
phasis is on financing remunerative schemes, especially those 
breaking new ground or promoting growth in spheres that are 
potentially rich. 

There is no doubt that the Corporation will fill a big ga]> in 
the sphere of rural credit in India. 
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• Meaning 

Tlie (‘sseiK'c of co-oix'ralioii is that isolat('tl and powevloss in¬ 
dividuals ('an, by t'onibininj? with oiu' anotluu-, acliiovo advantage's 
availablo to tin' rich and tlu' powerful so tlial they may advanet' 
not only materially but also morally. Through co-operation they 
hope to attain “the effee-tivo realisation of the higher and more 
])r()sperous standard of life which has been characterized as 
better business, better farming, and better living”. 

“Tli(‘ basis of association,” says Strie-klaiid, “is (i) vohintary, 
and (ii) democratie; voluntary because tliose only enter it who 
fe(‘l the ecojiomh' need at which it aims....; democratic, because 
those who ft‘('l a real need will b<‘ men of modc'st status, who, if 
only the honest are admitted, will not r('s('nt equality, will in fact 
mci't most easily on an e((ual footijig.’’' 

Thus the outstanding (‘haiau'teristies of a co-operative society 
are: (a) it is voluntary, (b) it is democratic, and (c) the moral 
element in i<s aims is as important as the material. 

Origin and Development in India 

“The co-operativ(‘ movenu'nt in India has had a history of 
nmre than half a (‘cntury, during which it ])assed through seve¬ 
ral phases of expansion, stagnation, consolidation and revival.’’* 
Started at first with the avowed object of granting short-term 
loans to ])e(q)le of limited means, the movnunent now embraces 
all aspects of econoniie life of its members. 

In the closing decades of the 19th c(Mitury, India was faced 
with the lu'oblem of the groAving rural debt. The Madras Gov- 

1. StrickUiinI— Co-operation in India, pp. 15-1(5. 

£. Itcscm' Bunk Beviovv of the Oo-openitive Movement }n India, li<o4'56. 

p. 1.1 
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eriiTtionl deputed Sir Frederick NicholKoii to study the system. 
Ilis report was publisJied in 1895-97. About this time, Mr. Duper- 
ii(‘x in the United Provinces, and Sir Edward Maclagan and (Jap- 
tain Crosthwaite in the Punjab were organizing credit societies 
which could be registered under tlie ordinary (’oinpany Law. 
The Famine Commission of 1901 strongly reeonimend(*d tht' in¬ 
troduction of credit associations. 

Accordingly the ('o-operative Societies Act was passed in 
1904. The object of the Act was “to encourage thrift, self-help 
and co-operation among agriculturists, artisans and persons of 
liniiti'd iiK'ans.” The societies were to be eitluM' rui'al or urbaii. 
(hunu'ully spi'uking, in tin* organization of rural soeieti(‘s the 
prin<'ij)les of RailTeisen and in that of iirban societies those of 
Schulzc'-Delitzsch (both ]Uoneers of eo-o]»i'ratiou in Cennany) 
were followe<l. 

The principh's t»f tin' Raiffeisen model are:— 

(a) Ten or mon^ I)ersons can f(H‘ni a so(‘icty. (b1 No shares 
art* issued; ca]ntal is set'ured by borrowing money on tin* joint 
r('spo)isibility of all tin' members, (ct Tin* rru'inln'rs have un- 
lijnitcd liability, (d) Plach society is confined to a villagi*. .so 
that the membt'rs are ('xpe(‘t(*d to know one another's Hnaiu-ial 
condition, aJid no person cati beconn* a member of mor'* than one 
society, (('t There is no entrance fet*. (f) The managenient is 
honorary, the only paid member bt'ing the secretary-1 ras'urer. 
(sr) Loans art* grantt'd for product iva* purposes only and on jier- 
sonal security, (h) No divitlends are d'^tributt'd. (i) On tin* 
dissolution of a sot-it'ty, tin* reserve funds are devoted to public 
or charitabh* purj»ost‘s. 

The princij)les of the Schulze-Dclitzt'h model art*:— 

(a) Large membership drawn from a wide an'a; (b) the l)a^- 
ment of large salarit's to offii'c-bearers; (cl tlie distribution of 
handsonie dividends; (d) conducting gt'iu'val banking busine.ss; 
(c> charging entrance fe('s, and k(*ei)ing out persons who f>ossess 
no iiieonu*; (f) tin* aim being more materiali.stie than humanita¬ 
rian; and (g) limited liability. 

Soon, however, eertain defeels w('rc noticed in the working 
of the Act of ]!K)4: (i) It only ])rovidod for credit .soeieth'S; (iit 
il did not providt* for euitral ageinies for sui>ervision and sup¬ 
ply of capital; and (iii; classification of societies into urban and 
rural soeieties was foumi to be unseiejitifie and inconvenient. 

A new Ae.t, the Co-operative Koeieties Aet, 1912, was. ihere- 
fv>re, pas.sed. The Aet of 1912 removed tin* <lefects of the Act 
of 1904 as under. 

fi) Non-credit forms of co-oi)efation for purchase, sale, pro¬ 
duction, insTirauce, housing, etc., were recognized. 

(ii) New organizations for sujmrvision, audit and su]>ply of 
capital were recognized, viz., (a) unions, ('ousisting of primary 
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societies for control and audit, (b) central banks, and (c) pro¬ 
vincial banks. 

(iii) Instead of the old distinction between rural and urban 
societies, a more scientific distinction was made between those 
with limited liability and those with unlimited liability. The liabi¬ 
lity of a society of which the members were registered societies, 
was to be limited. Societies which aimed at provision of credit 
and the majority of whose members were cultivators, were to 
have unlimited liability. The question of liability in other socie¬ 
ties was left to the option of the members. 

The Act of 1912 stimulated considerably the growth of the 
movement, Madagau Committee was aj)pointed to review iho 
progress made. The Cojnmillee made useful recommendatituis 
for future de>ol()pment. Tender the Reforms of 1919, Oo-o}e‘ra- 
tion became a provincial transferred subject and the moveniciu 
took rapid strides under the zealous guidance of the new ni’nis- 
ters. But the movement seemed to outrun its own inherent 
strength. ‘‘The important rule that ‘the progress of any organi¬ 
sation should be in proportion to the abilities of those who ar(* 
going to administer it’,” had been ignored. The followers of 
Nicholson, anxious to spread the movement, had vigor()usly at¬ 
tempted to push Raiffoisonism into the countryside williout, as 
Nicholson had exhorted, endeavouring to find enough RaifTeisens 
first. 

During the Great Economic Depression of 1929-3.'!, the co¬ 
operative movement received a serious set-baek. “With the dry¬ 
ing up of productive outlet.s, assets had beeome frozen, and with 
the ri'payments coming in sluggishly and overdues rapidly mount¬ 
ing up, many central financing institiitions came near to virtual 
extinction.” 

But the war and the post-war years have witnessed a con¬ 
siderable (piickening of the movement in all directions. Co-ope¬ 
ration came to play an increasingly important role in food pro¬ 
duction and distribution, marketing, housing, land colonisation 
and settlement, organisation of small-scale and cottage indus- 
tries and the schemes of rural reliabilitation, etc. 

The position regarding overdues, which was so disquieting, 
considerably improved, the overdues having gone down from 
Rs. 11.2 erores in 19.38-39 to Rs. 6.2 croros in 1945-46. The num¬ 
ber of societies, membership and deposits showed a remarkable 
increase. The working capital, however, did not increase much 
owing to decline in the amount of loans taken from provincial 
and central banks. The reason for tliis decline seems to be that 
recoveries generally exceeded the amount of fresh advances. High 
agricultural prices improved the repaying capacity of the bor¬ 
rower. Hence the liquefaction of frozen and irrecoverable assets 
placed the societies in a definitely better financial position. 
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The following table indicates the progress of the movement: 


Ervl of June 


All Soriftiett 


No. 

{in thousands) 


Worhtnff Capital 
{Rs. in crorea) 


Membership 
o J Primary 
Societies 
{in lakh*) 


1910 

o 

1 

0 

1920 1 

2S 

15 

11 

1930 

94 

7.5 1 

37 

1940 

1.17 

1,0.5 

.51 

1951 

1.81 

2,70 

1,37 

1956 

‘ 2,40 

4,09 

1,70 

1957 

2.45 ' 

.5,07 

1,94 

I95S 

? r»7 

1 

0.96 

2,44 

1959 

1 2.84 

8.27 

2,4S 

1900 

' 3 13 

0,8.3 

.3,03 

1901 

3,33 

13.12 

1 

:i,42 

1902 

3.43 

1 1 

3,78 


‘•These figures show that, despite its inadequacy in. relation 
to the effort required to solve the problems it attempted to, and 
small progress made in mdi^idual spheres, the movement as a 
whole constitutes significant force in economic and social life of 
the country. Its progress in i-cccnt years, although not specta¬ 
cular, has been well-sustained,” Nearly 38% of the population 
has been brought into the fold of the movement. 

Tt must, however, be pointed out that the owned capital of 
'the societies is only one-third of the working capital which shows 
that the element of thrift in the movement is small and depend¬ 
ence on outside finance disproportionately large. One of the 
Kegistrars in his report said that, “in respect of thrift and credit 
societies, thrift had always remauied a sleeping partner.” “In¬ 
deed the financial distributary system of co-operative credit in 
this country”, says the Reserve Bank’s Review, “is largely a chan¬ 
nel for the fiow of funds from the well-to-do towns-people through 
the Provincial and Central Banks to the primary societies and 
thence to the numerous and scattered individual members of so- 
eieties.”^ 


1. Beview of tbe Ckj-operativ# Movement, 1930-46, op, oit, p. 9. 
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Tho folIowin<? figures represent the position of co-operation 
at tb** end of 1961-62:— 


Total number of aociolies ... 341,S41 

Total membership (lukhs) ... 378.3.'') 

VVoi’kiiiK fupital (Rm. crores) ... 1534.78 

"Primaiy agric-ulturnl credit societies (number) ... 2,15.(iSl 

PnniHi'y non-agncultural credit socioticK (numbor) ... 12,477 

Non-credit societies (number) ... ],OI,.5.')7 


Nearly 42^,of tlie iiopulation was served by eo-operation in 
1060-01.. The aim is to bring within its fold all rural families by 
the end of the Third IMaii. 


There are broadly speaking four types of societies: (a) Agri¬ 
cultural Credit Societies, (b) Agricultural Noii-Credit Soeieties, 
(e) Non-Agricultural Credit Societies, and (d) Non-Agricultural 
sNon-Credit Societies. 


Ag^ricultural Credit Societies 

A ])rimary agricultural t-redit society ean be formed by ten 
or more persons (maximum 100) by applying for registration to 
the Ri'gistrar of Co-operative Societies. This area of operation 
is usually a village. This ensures mutual knowledge and super¬ 
vision on the part of the members. The liability of members is 
unlimited so as to inspire eonfidence in the minds of the oiitsidi'rs 
and to stimulate mutual control and supmwision among tin* mem- 
bers. Till* working i*apital is dei-ived from entrance fees, depo¬ 
sits, share ca[)ilal, if any, of the members. Capital is also s(‘eur- 
ed from outside by nx'ans of loans and deposit from (lovernment, 
from other .societies, and from Central and Provincial Hanks. 
The ratio of dopo.sits to working cai)ital is nearly ^Vt. 9’his 
fShows utter dependence on the exti'rnal sources of tinam'i*. 

Loans are given to membei's for: (i) ]iroductive purpose like 
(a) short-term credit for eurreiit agricultural operations, (b) 
long-term credit for [lennanent imjirovement of land; (ii) for 
improdiietive purposes in moderate amounts, e.g.. foi* marriages, 
etc.; and (iii) for redemption of old debts. Ijoans are usually 
given on ])('rsonal security apd sometimes on s(*curity of property. 
Repayment is allowed in easy instalments. 

Every socioty is rcipiired by law to build up a reserve fund 
to wbicli all profits an* credited in the ease of societies with no 
share capital. In tin* case of ()tli'*rs, 15 i)er cent of profit is car¬ 
ried to this fund. Ten per cent of the profit, if the Registrar 
allow.s, ean be spent for charitable purposes. The societies enjoy 
certain privileges like exemption from stamp duty, registration 
fei*, and im*ome-tax. Their shares cannot he attached. They 
have a prior claim over other creditors. 

The management is in the hands of two bodies, i.p., the 
Oeneral Committee consisting of all the members and a^'liCanjE^- 
ing Committee elected by the general body. The current 
;ies8 is. disposed of by the Managing Committee, e.g., granting 
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loans, admitting new members, etc. The Cleiieral Committee elects 
the Managing Committee, appoints the paid secretary, amends 
by-laws, etc. 

The co-operative movement has been essentially a credit 
jnovennmt from its very incept ion. Altliougb in recent year.s 
there has been considerable diversification of the functions of 
the er('dit societies, yet the credit side of the movtunenl still conti¬ 
nues to occupy a predominant j)Osition. The primary agricul¬ 
tural credit societies constitute numerically the most important 
single class of co-operative institutions in the country. They 
form of the total number of primary societies and 80^J of 

the total number of the agritultnral societies. This .shows that 
short and medium-term finance is still the pivotal need of the 
agriculturists. 

At the end of dune 1962, the primary agricultural credit so¬ 
cieties numbered 2,15.081 with a working capital exceeding 
Rs. 3.55 crores nearly and a membershij) of 195 lakhs. They ad¬ 
vanced loans amounting to ii(*aj'ly Rs. 208 lakhs. Their deposits 
stood at Rs. 12 crores. 

Agricultural Non-credit Societies 

Tlu'sc societies are concerned uilh ugrieiillural operations 
such as purchase of seed, manure, implements and machinery, 
provision of minor irrigation facilities, consolidation of holdings, 
co-opcrativ<* farming and co-opcralivc marketing. They also in¬ 
clude societies for social services, housing, insurance, better farm¬ 
ing, land Tt'clamation, colonisation, crop protcv'tion, cattle bre(*d- 
ing, ('Ic. 

Non-crodit societies have not develoi)od to the same extent 
as credit societies. Tlnur slow develo])ment lias been due to a 
number of causes; (i) The Act of 1904 made no ])rovision f('r 
such socu'ties and it was only after the Act of 1912 that such 
societies began to be formed, (ii) In other countries (c.g., Europe 
and Ameri('a) also, the non-credit movement developed later and 
much slower than the credit movement, due to greater training 
and cxpcrieiiee being necessary for running them, (iii) The in¬ 
dustrial backAvardness of India and the illiteracy of ])co})]e also 
stood in the way. (iv) Finally, credit societies in many cases 
also took np noii-credit functioms, such as imrehase of implo- 
UV'Tits, seeds, manures, etc. 

U ' 

Single vs. Multipurpose Societies 

At one time there was controversy whether there should be 
one society for tackling every separate problem of the cultiva¬ 
tor—eredit, sale and purchase, improved methods, implements, 
etc.,—or there should be a single society which should take 
charge of all these problems. So far the typical society in India 
has j)cen a single-purpose society though some credit societies 
have also performed other functions like introduction of better 
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seed, implements, etc., and the better living societies also tackle 
the village problem in its various aspects. The question is whe¬ 
ther the multi-purpose society should be made the typical society. 

The Reserve Bank of India has strongly advocated the cause 
of bueh societies. How the new society will come about and how 
it will perform it.s functions, according to the Reserve Bank, is 
shown in the following extract from one of its publications: 
“Starting with credit for current needs, a society may get th** 
old debts of its good members liquidated through a land mort¬ 
gage bank, introduce better busin(‘ss and belter monetary return 
by indueing its members to sell their produce co-operatively, 
ensure their growing oC the improved varieties of crops by pur¬ 
chasing seeds for them, save on purchases by arranging for the 
purchase of their other needs jointly and at profitable rates on 
an indent system without incurring any risk or liability, save liti¬ 
gation expenses by effecting arbitration, improve the outturn of 
crops by consolidation of holdings, supply of pure seeds and im¬ 
prove^ implements, supplement the income of its members by 
inducing them to take to subsidiary industries, introduce b'dter 
living measures by adopting by-laws by common consent which 
will curtail ceremonial expenditure and remove insanitary habits, 
provide medical relief and so on.” 

Many arguments are put forward for the multi-purjiose so¬ 
ciety: Greater loyalty and sustained interest of members; free¬ 
dom from the evils of cash economy; wider area of operation, 
hence more economical and efficient management; its utility in 
the rural uplift movement and the promotion of subsidiary indus¬ 
tries connected with agriculture. It can serve as a good agency 
for the rehabilitation of rural life as a whole; it will have a com¬ 
prehensive understanding of all the various problems that the 
agriculturist has to face. In any ease, a proper co-ordination of 
the various eo-operativc activities is necessary even if there arc 
separate societies for each purpose. “Multi-purpose” societies 
can do it best. Further, if different branches oE business meet 
with varying success, “what is lost on the swings will be made 
up on the round-abouts”. Only a multi-purpose society can dis¬ 
place the money-lender completely. Unless credit is linked with 
marketing, the financial investments of the illiterate and ignorant 
peasant cannot be effectively safeguarded. There is also the pau¬ 
city of trained personnel for running separate institutions. Be¬ 
sides, a small society, with a re.stricted range of operations, can¬ 
not withstand even a few setbacks. 

On the other hand, its opponents have raised a number of 
objections against it: That the business ability of the villager may 
be overstrained, there is the danger of its becoming cumbersome 
in mechanism and also unintelligible to simpler members; and 
that failure of one line of business may affect other lines, Then 
there are disadvantages due to the large area of operations. Tt 
has been held that on account of members being unable to seiifAre 
the necessary mutual knowledge and trust, an essential pulrpoee 
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of the co-operative movement will bo defeated. Moreover, a 
small village unit is regarded necessary as a training ground. 
Then the limited liability of sueh a society is also objected to. 

A Reserve Bank Review observes; “The multi-purpose idea 
does not seem to have been successfully translated into practice 
to an appreciable extent in any State. Most of these soeietieR 
were doing only credit work, the non-eredit activities being con¬ 
fined only to the distribution of commodities. The main reason 
of their inability to cover a wide range of activities efficiently 
seems to be inadequate resources, lack of trained personnel result¬ 
ing in inefficient management and lack of interest among the 
members.”^ Thus they were multi-purpose in name only. Where- 
they tried to be multi-pur])ose, combination of banking and trad¬ 
ing in one institution, inefficiently staffed, operating on slender 
resources and functioning in an economy every other part of 
which was aimated by the profit motive brought inevitable disas¬ 
ter in its train. 

Mnlti-pur])oses societies are now called service co-operatives. 
Since the passing of Nagpur resolution in 1959, resolute efforts 
arc being made to organise Service Co-operatives. By the en^ 
of the Second Flan, 67,000 service co-operatives Avere likely 
come into existence. To give stimulus to the organisation of 
such societies, State (loveriiments have either framed model bye- 
laA’PS or amended the existing ones. Some States have taken up 
the task of reorientating and edueating the field staff and detail¬ 
ed instructions and a good deal of literature have been issued to- 
them to overcome difficulties in the way of formation of service- 
co-operatives. It is on the success of service co-operatives that 
the re-organisalion of Indian agrieulturf- on the right lines de¬ 
pends. The Reserve Bank Review, however, has recently reject¬ 
ed the idea of service* eo-operatiY(*s on tlie ground of their being- 
unworkable. 


Non-Agricultural Co-operation 

Non-agricultural co-operation, loo, has two aspects, viz., th«r 
credit and the non-credit. 

(i) Non-agricultnral Credit Societies. The credit societies, 
are generally formed in the urban areas and are on the Schulze 
Delitzsch model—large membership, limited liability, high divi¬ 
dends, etc. 

These societies have taken different forms. In Bombay and 
Madras, there are Peoples’ Banks meant specially for the benefit 
of the middle classes. There are thrift and life in.surance socie¬ 
ties in* Punjab, Bombay and Madras. Societies for the employees 
of large firms and government departments haA^e made good pro¬ 
gress in Bombay, Bengal and Madras. Their primary purpose is 
to promote thrift, though they adso grant loans to members at 
reasonable rates. There is, hoA^ever, a tendency for the mein- 


1, Reserve EevieAv’ou Co-operative Movement, iy54'.56; p. 22. 
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bers to borrow up to the maximum limit almost continuously. 
There are communal societies for the uplift of backward classes. 
Artisans’ societies of carpenters, shoe-makers, etc., on the Eaiffei- 
sen model exist mostly in Bombay. There are also societies for 
factory workers providing credit, promoting thrift, and carrying 
on social and educational activities among mill hands. At the 
end of June 1962 there were 12,286 urban credit societies form¬ 
ing 3.5% of the total number of societies with 49,54 lakh mem¬ 
bers covering 29% of the urban population. Unlike agricultural 
societies these societies do not depend mainly on borrowing from 
the Central banks, but rely more on deposits. Since they pro¬ 
vide various types of banking facilities, they can attract sizeable 
deposits. The Study Group on credit co-operatives has recom¬ 
mended that at the end of the Fourth Plan the non-agrieultural 
credit societies should cover 50% of the urban population. 

(ii) Non-credit Sodeties. These societies have taken the 
following form: 

Consumers’ Societies. Up to World War II this form of co¬ 
operation did not make mnch headway. The Reserve Bank Re¬ 
view (1939-46) attiibuted the failure of the consumers’ societies 
to the low margin of profits, high administrative costs, inade¬ 
quacy of capital, lacu of trained, capable, and honest staff, dis¬ 
loyalty of members, insistence on eash payments, absence of cen¬ 
tral organizations which could purchase goods directly from the 
producers for their stores, etc. Other difficulties are stronar out¬ 
side competition and absence of a large class of people wit>» fix¬ 
ed periodical income. 

World War II, however, created conditions which were 
favourable for the development of the consumers’ societies. Pre¬ 
valence of skyrocketing prices, profiteering and black^arketing 
compelled the people to seek the assistance of the co-operative 
movement for the supply of essential requirements. Ability to pay 
cash on account of inflation and the official control on prices re¬ 
moved the other obstacles from the way of the development of 
co-operative stores. The Government also encouraged the socie¬ 
ties by granting licences and allotting quotas of controlled articles 
as they were regarded more efficient and reliable agencies for the 
distribution of these articles. Abolition of rationing and control 
m 1951-52 gave consumers’ co-operatives a setback. However, the 
increases in the prices of foodgrains and scarcity of sugar in 
1958 led to Government control and arrangements for the sale of 
these commodities through fair price shops. The consumers stores 
were preferred to run the fair price shops. This gave a fillip to 
the progress of consumers stores. Thus the downward trend was 
arrested. 

At the end of June 1962, there were 7,266 primary stores 
with 13,95,334 members and Rs. 981.93 lakh*s working capital find 
32 wholesale stores with 4,642 members and Rs. 28.18 lakHs"'worfei 
mg capital. • 
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These eo-operatives have made much progress in Madras where 
the movement has penetrated into rural areas and wholesale and 
central stores have been organized in urban centres. Assam, Bom¬ 
bay, Mysore and Travaneore also made good progress. 

It is necessary to take steps to consolidate this progress. Among 
the steps that can be taken to strengthen consumers’ societies may 
be mentioned (i) increase of share capital, (ii) building up of ample 
reserve funds, (iii) increase of membership, (iv) closer link-up bet¬ 
ween the primary and wholesale stores, (v) diversification of lines 
of trade. In India where the people are poor and need good articles 
at fair prices but where shopkeepers are unscrupulous, consumers’ 
co-operation has a great scope. 

Industrial Co-operation. One of the means for the resuscita¬ 
tion of the small-seale and cottage industries is to organize them 
on co-operatiA'^e basis. Since 1935 when the Government of India 
inaugurated a system of annual grants in aid of cottage industries, 
a groat fillip w»is given to the formation of industrial co-operative 
societies of Avhieh the weaAers’ societies were the most important. 
Other soeieti(*s have been formed by taniiers, smiths, potters, oil- 
pressers, bee keepers, wood workers, etc. lloside these, milk sup¬ 
ply societies and unions are fumtjoning in several States but their 
development in Bengal, Madras and UP. is specially noteworthy. 
There are societies relating to insurance, labour contract, and 
trans]>ort. In Maharashtra and Gu.iarat, State Industrial Co¬ 
operative As<>o<*iations are developing and co-ordinating the acti¬ 
vities of District Industrial Co-operative Associations. Andhra 
and Madras are loading in handloom societies. The industrial 
co-operatives registered a rapid progress during the decade 1951- 
19G1, their working capital increasing seven times, their number 
going up from 7,101 to 32,266. 

Other form,s of such societies are: Sugar factories, cotton gin¬ 
ning and pressing societies, Aveavers’ societies, spinning mills, 
other industrial societies, housing societies, insurance societies, 
etc. 


Central Co-operative Societies 

■ So far we have been concerned only with primary societies. 
Now wc come to the secondary societies which are formed to or¬ 
ganize, supervise, and finance the primary sojcieties. These are 
Unions, Central Banks, and Provincial Banks. 

Membership of the Union is open only to societies, but in 
the case of the Central Banks and the Provincial Banks the mem¬ 
bers may be individuals as well as societies. 

Unions 

Unions may be of three kinds: . 

(a) Guaranteeing Unions (as in Bombay). 

* ‘ (b) Supervfeing Unions (as in Madras and Bombay), ^ 

(e) Banking Unions (as in the Punjab). 
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The Unions are federations of societies within a certain area, 
managed by a committee representing the member-societies. Gua¬ 
ranteeing unions guarantee loans given by the central banks to 
the member societies. The unions perform the function of super¬ 
vision of primaries and also serve as links between them and 
the central financing institutions. 

Central Co-operative Banks. The central banks have been 
organised since the passing of the Co-operative Societies Act, 
1912, to finance the primary societies, and to act as their balanc¬ 
ing centres. Such banks made it possible to draw capital from 
a larger field for tlie benefit of primary societies. They also help 
in adjustmg and balancing the excesses and deficiencies of work¬ 
ing capital of primary societies, witliin the areas of their juris¬ 
diction. Besides financing the societies, they do other banking 
business like accepting deposits, collecting bills, cheques, <'tc. In 
some States, they also advance loans to individuals against real 
property. 

Central Banks may be mixed or pure. Membership of the 
mixed central banks is open to individuals as well as to societies, 
but the pure type is a truly federal central bank, and admits only 
societies as members. The mixed type is more suitable to Indian 
conditions at present, but the pure type should be the ideal. Pure 
type banks are found in the Punjab and Bengal and are general¬ 
ly called Banking Unions. 

In 1061-62 there were 387 central banks in the country, with 
a working capital of Rs. 352.65 crores and membership of 3,05.60f). 
The number of these banks has been falling in recent ycar.s due 
to rationalisation. 

The central co-operativ(‘ banks, in many States, are small, 
uneconomic, weak, and financially unsuitable; their owft deposits 
are insufficient, their borrowing rate is high and they are unable 
to grant adequate finance to societies at reasonable rates. The 
Reserve Bank is looking into these defects with a view to reme¬ 
dying them. As roeonimended by the Standing Advisory Com¬ 
mittee on Agricultural Credit, the process of amalgamation and 
reorganisation of central banks witl) the object of having one 
strong central bank for a district has been taken up as a phased 
programme in recent years. As a result, the number of such 
banks came down from 499 in 1953-54, to 418 at the end of LOTT¬ 
OS and to 387 in 1961-62, but their share capital increased by 80^^. 
The average share capital per bank .stood at Rs, 7.87 lakhs on 
June* 80, 1960, as against Rs. 4.32 lakhs t>n June 30, 1958, and 
Rs..0.71 lakhs 10 years earlier. The JbuHc of the share eupital 
(67^) is held by affiliatfd societies wliiSh should Tbe considered 
a satisfactory features. Roughly one-fourth of the share capital 
represented State cOrttribUtion. ’Their owned funds were nearly 
20% of their working capital. Out of the 400 central banks in 
the country in 1^)59-60 as many &i D^tJbanfcs. had not ye1i|Jieae1i(*<^ 
the level of Rs. 3 lakhs per bifnk whicil^|i the desirable minimum 
standard of owned capital recommended by the Standing AdVf- 



OO-OPEBATION 


m 


sory Committee on Agrieultural Credit. The position of overdues 
continued to be unsatisfactory. 

State C(M)peratjire Banks 

« 

They are apex banks which finance, co-ordinate and control 
the working of the central banks in each State. They serve as 
clearing houses of the excesses and deficiencies of the working 
capital of central banks. They serve, moreover, as a link bet¬ 
ween the general money market and the co-operative primary 
societies in the villages. Generally speaking, the apex bank does 
not deal directly with primary societies but through central 
hanks, except in areas where central banks have not been estab¬ 
lished. Their financial position is, on the whole, much sounder 
than that of the central banks. 

The main features of the working of State co-operative banks 
in recent years are: increase hi working capital due to hea\y in¬ 
flow of deposits, stationary nature of oulstanding loans due to 
satisfactory recoveries and investment of swollen surpluses in 
Government and approved securities. Besides their normal bank¬ 
ing activities, they have also taken interest in other eo-operalive 
activities, such as linking of various co-operative organisations 
togetlier and financing the supply and distribution of foodstuffs 
and otlu'r nec('ssaries to combat biaekmarket operations. It is 
suggested tliat with their considerably strengthened financial 
position, the jirovincial banks sliould now explore other co-opera¬ 
tive avenues instead of venturing into commercial banking too 
far. 

In 1059-60 owned funds of the State Co-operative Banks 
formed only ll.-'i'/. As the Committee of Direction of the All- 
India Rural Credit Survey has iiuUcat<‘d, “From the point of 
view of sound co-operative banking this is an inadequacy which 
needs to be rectified; it also stands in the way of larger borrow¬ 
ing programme.” A feature of all new State Co-operative banks 
is that there is a substantial State participation in the share capi¬ 
tal. As recommended by the Rural Credit Survey Committee, 
the State co-operative hanks, central co-operative banka and 
wherever feasible, large-sized societies formed “Agricultural Cre¬ 
dit Stabilisation Fund” for the purpose of conversion of short¬ 
term advances into medium-term loans in circumstances when 
the repayment of the former becomes difficult and would result 
in serious dislocation tP the credit structure. ' . 

iU the end of 1961-62, there were 21 State Co-operative .Banks 
with a memb^ship of 30,462 and workir^g capital of about ^6.09 
crores nearly. They advanced loans amounting to Rs. 256.29 
crores and the outstanding overdues came down from 10.6% in 
1955-56 to 4.1% in 1961*-fi2. 

**X«oxig.tenn Oi%dit‘%uid Land Mortga|d* Bankii 

• The agriculturist reqrures long-term credit principally to 
meet two peeds, i.e., for settlement of old debts, itod for making 
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land improvements. There is no doubt that the Government 
gives loans for land improvements under the Land Improvement® 
Loans Act, 1883, but such loans are inadequate. Moreover, thia 
Act does not provide for loans for settlement of old debts. A 
co-operative society, too, cannot provide long-term credit. Its 
resources are limited and cannot be locked up for long periods. 
Hence the need for establishment of Land Mortgage Banks. 

A Land Mortgage Bank is an institution which gives long¬ 
term loans on the security of land mortgage with it. Such a 
bank may be organized as a co-operative bank, a non-co-opera- 
live bank,' or a quasi-co-operative bank—the last combining the 
features of a co-operative and commercial institution. Most of 
the Indian banks are quasi-co-operative. The co-operative type 
is the ideal, but in order to attract business talent and larger 
amounts of capital from bigger capitalists, non-borrowing persons 
are allowed to hold shares and the principle of limited liability 
is introduced. 

When any member of village land mortgage society ap¬ 
plies for a loan, he is required to furnish papers regarding the 
vajue, etc., of land that he wants to offer as security. In Madras 
and Bombay States the primary society forwards the application 
with its own remarks to the Central Land Mortgage Bank. An 
officer is sent to inspect the land and make a report about its 
value. If the officer recommends the loan, the Central Land 
Mortgage Bank provides the necessary funds which the village 
society hands over to the applicant, of course at a little higher 
rate of interest than that at which the village society has obtain¬ 
ed it from the Central Land Mortgage Bank. Valuation of land 
is effected by trained officials lent by the Government. The loans 
require the previous sanction of the Eegistrar. '• 

The village land mortgage society envoys a numbei of con¬ 
cessions and privileges. It is charged only half the ordinary fee 
for registration of documents. Village maps, settlement regis¬ 
ters, etc., are also supplied free to it. Besides, the Government 
maintains a staff of officials to help the primary societies in the 
work of scrutinizing the loan applications, in assessing the value 
of the mortgaged property and in supervising their work in gene¬ 
ral. The land mortgage banks have been given summary powers 
for the speedy recovery of arrears from the defaulters through 
the attachment and sale of their property without the interven¬ 
tion of the law courts. 

The State can ensure the success of land mortgage banks 
m many ways: by giving guarantees for the payment of prin¬ 
cipal and interest on debentures, by purchasing a portion of de¬ 
bentures, by granting special facilitie.s and privileges similar to 
those enjoyed by the co-operative societies, etc. 

The credit for the establishment of the first co-operative 
land mortgage bank goes to the Punjab, where such a bank waf' 
established in 1S20 in Jiang (Pakistan). Bnt it d»d not sueeei'd. 
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A real beginning in land mortgage banking in India waa 
made in 1929 with the establishment of Land Mortgage Bank in 
Madras. A central institution of this type was established in 
Bombay in 1935. Madras still holds the place of pride with 119 
land mortgage banks. The Reserve Bank Review (1939-46) thus 
summed uj) the position: “In spite of its vast agricultural popu¬ 
lation, India has not had a successful land mortgage banking 
structure.* The land mortgage bank movement has failed at the 
place of its birth, the Punjab. It has either failed or remained 
in a moribund condition in several other provinces like the C.P. 
and Berar, Ajmer, Orissa, the U.P. and Bengal. The only pro¬ 
vince in India which has made a mark in land mortgage banking 
is Madras.” The position, however, is now improving. The 
amount of long-term er(‘dit provided by the land mortgage banks 
in India is only negligible proportion of the finance required by 
the cultivators. 

“The success of a land mortgage bank,” says the Reserve 
Bank Review, “depends, to a considerable extent, on ^accurate 
assessment of the value of the land offered as security and the 
annual repaying capacity, adjustment of loans and the terms of 
repayment thereto and the recovery of the instalments punc¬ 
tually.”* 

In recent years, the agriculturists have experienced a measure 
of prosperity, and there have been even advance repayments of 
debts. Further, the Debt Conciliation Boards, by scaling down 
the debt and providing for easy instalments of repayment, have 
reduced the need for borrowing. Hence the land mortgage 
banks, which have so far confined their activities to debt redemp¬ 
tion, do not seem to have any bright future. 

It is "necessary, therefore, that like land mortgage banks in 
other countries, they must now assist the development of agri¬ 
culture in all its aspects. They would come forward to finance 
schemes connected with improvement of land, provision of irri¬ 
gation, fencing, transport and drainage facilities, construction of 
buildings for agricultural operations, and storage of agricultural 
produce, purchase of farms, agricultural equipment, machinery, 
cattle, etc. 

In the ‘barani’ areas, land mortgage banks have not develop¬ 
ed due to uncertainty of crops and therefore uncertainty about 
repayment. The difficulty can be overcome if the Government 
advances funds to the land mortgage banks in the years of 
drought. Further, where land records do not exist, the Govern¬ 
ment should take steps to prepare them and make them avail¬ 
able to the land mortgage banks. 

Another cause of their limited success is the delay in the dis¬ 
posal of loan applications. T^seless formalities and unnecessary 
stages through which an application has to pasf should be elimi¬ 
nated. 


1. BeaeiTe Bank Review, op. oit., )p, 0 . 
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The land mortgage banks should specially cater for the needs 
<ti the small owners and not merely big landlords as they have 
l>een doing so far. 

It is also necessary to bring about a close co-ordination bet¬ 
ween the land mortgage banks and the various Government de¬ 
partments. Anything which helps the agriculturist will give a 
^llip to land mortgage banks. The various departments can put 
forward schemes of improvement for which the land mortgage 
banks should be prepared to lend. 

If these suggestions are carried out, land mortgage banking 
is bound to go forward. 

Ill 1961-62, there were 17 Central Laud Mortgage Banks with 
a working capita] of Rs. 61.70 crores. Loans advanced by them 
amounted to Rs. 14.75 crores. There were 526 primary land mort¬ 
gage banks scattered in the various States with a inembcrshij) of 
8.52 lakhs. Their working capital was Rs. 38 31 crores and loans 
advanced^ by them amounted to Rs. 12.59 crores. 

Achievements of Co-operation 

The co-operative movement has been subjeeted to the search¬ 
light of criticism by various writers, coinniitte(>.s and commissions. 
The achievements of the movement and its possibilities have ob¬ 
tained high praise on the one hand; and on the other, th(‘ move¬ 
ment has been regarded by some writers as an utter failure to 
be liquidated at the earliest moment. 

The gains from the movement have been manifold—^material 
economic; moral and educative and social. Most uf the deve¬ 
lopment of the movement has taken place in the field*of rural 
‘credit. There have been obvious gains in this resjiect. Rural 
•credit has been cheapened directly as well as indirectly; directly 
beeause the co-operatives charge comparatively lower rates of in¬ 
terest; and indirectly in the sense that owing to the mere presence 
•of'an alternative agency of credit, the money-1 eiider’s monopoly 
has been broken. He has therefore begun to charge lower rates 
of interest. Thus the hold of the ‘sahukar’ has been greatly 
loosened. 

Further, the habits of thrift, saving and investment have 
also been developed among agriculturists. Money that would 
have been otherwise uselessly hoarded has been gradually at¬ 
tracted as deposits. 

The material gains from the non-credit part of co-operation 

have been still better. 

• • 

The movement has also been productive of very valuable, 
though less obvious, moral, social and educative gains. Sir M. 
L. Darling thus stfnftned up the moral advantages of the move¬ 
ment: “Litigation and extravagance, dritnkennesa and gambling* 
are all at a discount in a good co-operative society, and in theii* 
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plac«» will be found industry, self-reliance, straight dealing, edu- 
<:atiou, thrift, self-help and mutual help,’’ 

The membership of a good co-operative society has proved 
to be quite educative. A sense of responsibility as well as or¬ 
ganising capacity are developed among the members especially 
among those who are elected office-holders. Since entries have 
to be made in registers, the members have to be literate. Thus 
the membership of the societies gives an impetus to adult educa¬ 
tion. 

There are some societies which render direct social service, 
'e.g., better living, village development, sanitation and health co¬ 
operatives. These societies have help{*d toAvards social improve¬ 
ments and many social evils have been removed through them. 
Indireetly also, eo-operalive societies have tended to Aveaken the 
hold of many undesirable soeial customs and habits. Since the 
liability of members is unlimited, every member keeps a Avatch- 
ful eye on the others lest they should spend recklessly on social 
ceremonies, drinking, gambling, etc. . 

The aeliievements of the movement can be summed up thus: 

(i) that it has led to all-round reduction in the rates of in¬ 
terest in the rural areas; 

(ii) that it has encouraged the habit of saving and iiiA'cst- 
nicnt; 

(iii) that it has led to a deeicase in consumption borrowing; 

(iv) lliat it has contributed to a better morality and an 
indepench'iice of outlook among the cultivators; and 

(v) finally, it has created an increasing interest in rural 

matters in the minds of urban capitalists and workers. 

• 

To this the critics of the nioAcment rejily that many of the 
aboA’c results are qualitative and hems' diffienlt to measure, and 
that, oven if such results have been achieved, they arc associated 
only with the best societies, the number of Avhieh is not large. On 
the other hand,* they emphasize the fact that the co-operative 
movement in India has been almost exclusiA'ely occupied with the 
problem of rural credit, and even in that field its achievements 
are not very remarkable. Even an official body like the Central 
Banking Enquiry Committee had to admit that “there is very 
little evidence about the reduction of total iudebtednesS’ through 
the agency of the co-operative credit societies, for they are not 
hi a position to finance the agriculturists adequately for the dis¬ 
charge of old debts.” The various ProAuncial Banking Enquiry 
Committees also noted that only a small percentage of the cur¬ 
rent needs of agriculture were supplied, by co-operative societies. - 
The movement has touched only a fraction of the total population 
of India, 42% in 1961-62. “All that has been done amounts only 
to a scratching of the surface.’*-^Hir M. Visv^svaraya. 

The criticism contains a substantial element‘of truth. But 
^considering the limitation under -which the movement has devo- 
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loped in this country, it must be admitted that it has mtde re-^ 
markable progress and has resulted in a lasting benefit to the 
Indian peasantry. Owing to the cheapness of credit that it ha®, 
made available, it has resulted in savings for the agriculturists 
which are estimated at about one crore of rupees. It has restrict¬ 
ed debts by establishing a system of controlled credit and has. 
weakened the vicious system of money-lending that used to prey 
upon the ignorance of the peasant. The non-credit side of 1111“ 
movement is also receiving increasing attention. The movement 
has conferred considerable moral and material benefit on the ruiafc 
classes. 


Causes of Slow Progress 

Except for the recent rapid growth under the stimulus of 
vigorous Government support and of the high prices of agricul¬ 
tural commodities ruling for the last 20 years since the outbreak 
of World War IT, the progre.ss of the Co-operative Movement 
has been .very unsatisfactory. The average number of members, 
per agricultural Credit Society in 1959-60 was 71 and the work¬ 
ing capital per soeiely a little over Rs. 11,000. The share capital 
per society was as low as Rs. 2,812 while the share capital per 
member amounted to only Rs. 32. Deposits per society were 
Rs. 585, while per member they amounted to just Rs 9. It is 
clear that the agricultural Co-operative Credit Societies have not 
contributed much in the way of savings to the resources of the 
movement. The societies have functioned mainly as institutions 
through which assistance to farmers from outside has been chan¬ 
nelled. Broadly speaking, two sets of factors and causes have 
operated to the detriment of the Movement, These may be called 
the Adverse External Circumstances and Internal Defeots. 

Difflcnlties. Among the hampering causes outside the Move¬ 
ment, the first place may be given to the colossal ignorance and 
illiteracy of the masses in India. They do not clearly understand 
the meaning and full possibilities of the eo-opejrative principle. 
To them a co-operative society is nothing more than merely a 
cheap money-lender. Thus the very urge for the development 
of the Movement is lacking. 

In the absence of this urge, the pace has naturally to oe very 
slow. But the Government realizing its potentialities has come 
out with its own initiative and effort. The result has been an 
excessive Government control which is not conducive to the 
healthy development of the Movement. 

There has been opposition from vested interests, viz., the 
money-lending class, which has been doing everything possible to 
sabotage its growth. 

The dependence of agriculture unon oli^te conditions a 
difficulty which the Co-operative Societies cannot get over unless 
they build up sufficient reserves tft cai^ them through several 
bad seasons, if necessary. 
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Weakened popular morale has been claimed as still another 
handicap of the movement. 

The severe economic depression which started in 1929 canght 
the Movement almost unawares. It not only brought the Move¬ 
ment to a standstill but, in fact, resulted in much disillusionment 
and despair, which were overcome only after the boom condi¬ 
tions created by World War 11. 

Internal Drawbacks. Apart from the difficulties and adverse 
circumstances against which the Movement has had to contend, 
the blame may very largely be put on the manner in which the 
Movement itself has been conducted and has grown. 

1. To begin with, there has on the whole been too much em¬ 
phasis on the credit side of co-operation. But so long as the busi¬ 
ness of farming is not made profitable with the help of other 
types of co-operation like marketing, purchase, etc., mere credit 
co-operation by itself has uol much chance of succeeding. This^ 
fundamental defect in the very nature of eo-operation in India 
has now been widely realized. The All-India Rural CrMit Sur¬ 
vey Report has therefore recommended the integrated scheme of 
ruitd credit in place of merely credit approach. 

2. The size of the primary units has, for the most part, been 
very small, the area of their operations very limited, the liability 
unlimited and too much has been expected from honorary work¬ 
ers. All this was bound to react very unfavourably on the suc¬ 
cessful working of the societic.s. 

3. The man^ement of most of the societies has often been 
in the hands of ignorant, iU-trained office-holders who were unfit 
for the \york entrusted to them. Accordingly in the audit classi¬ 
fication of primary agricultural credit societies, the bulk of them 
continue to belong to ‘0’ and ‘D’ classes, i.e., with very unsatij- 
faetory working in several States. In TJ.P., as many as 99.35%- 
of them belonged to this category in 1956-57. This proportion 
was quite high in several other States as well (e.g., M.P. 92%,. 
Orissa fil%, Bihar 80% and West Bengal 74%). The mortality 
rate among primary societies is also quite high. 

4. Party spirit and strife have been th(‘ bane of many a 
-society. Either such a society will not do much work or there 
would be favouritism and nepotism in the grant of loans, thus- 
restricting the benefits to a few favoured members. Communal- 
ism is another factor eating into the vitals of the movement. 

5. Till favourable conditions were created by high prices 
of agricultural commodities during the last twenty years, a very 
disquieting feature of most societies had been in respect of their 
excessive overdnes. At the end of 1959-60, over-dues formed* 
21% of the total loans outstanding of the agricultural credit 
societies in the country as a whole while in some States the per¬ 
centages were very muck higher (e.g., 54% in Bihar, 48% vim 
West Bengal and 31% in Mysore), Large loans have not nnoftenr 
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been given for unproductive pnrpoem to members who may have 
•concealed their old debts. Such loans could not, therefore, be 
repaid punctually and consequently the over-dues ■ accumulated. 
The management has often been reluctant to take action against 
the defaulters. 

6. The office-holders would, however, not unoften mani¬ 
pulate the accounts so as to show lessor over-dues. For this, win¬ 
dow-dressing is resorted to and is possible because of defective 
audit. Loans due are shown to have been paid in the books ami 
new loans are entered to liave been made, thus claiming good , 
rate of recovery as well as of new loans. Owing to d^'Cective 
audit and -inspection, embezzlement by dishonest management is 
also not unknown. 

7. Another serious defect is the dependence on external 

sources of finance. Societies have mostly failed to develop habits 
of saving and thrift. The deposits, therefore, with them are 
very small. A State-wise analysis of working capital reveals that 
the ratio,of deposits to working eapital is less than in the 
case of as many as 11 States.* Tlie credit societies thus depend 
largely for their working eapital on eentral financing agencies, 
and these agencies in turn dejx'nd on the Reserve Rank of India 
and the State Governments. This obliges eentral financing agen¬ 
cies to charge high rates of interest on their loan.s to members. 
In some gases a.s high as 121)'t or even interest is charged 

(as in Uttar Pradesli and West Bengali. As long as the primary 
•societies continue to lend mostly funds deposited by non-mem¬ 
bers or borrowed from secondary eo-operative societies they re¬ 
main only quasi-co-operative in character. 

8. The secondary institutions like the Stale Co-operative 
Banks and the Central Co-operative Banks which are* a very 
essential link in the whole organization, have also not been free 
from defects. For example, both these types have been indulg¬ 
ing in commercial business rather than eoneentraling on the co¬ 
operative business. By their very nature they are all ill-qualified 
to engage in commercial business. These secondary institutions 
ulso are to a large extent dependent on external finance and this 
dependence has of late been growing still greater. For example, 
the proportion of Reserve Bank’s finance to the total working 
capital of State co-operative banks increased from 22% in 1955-56 
to 40% in J 957-58. The Central banks are in fact in much worse 
position. For example, even as late as the end of 1957-58 nearly 
balf of the Central banks did not cbnie up to the minimum stan¬ 
dard recommended by the Reserve Baiik in regard to their paid- 
up hharc capital and working capital. * 

According to the Planning Confmission, the programme for 
•co-operative development is not proceeding according to expecta¬ 
tions, ■ One of the lags pointed out by the Commission is that the 
wotk of revitalising 50,000 weak societies is not receiving''ad e- 

--- -y— - 

1. Jiuita 19S9, p. 2S3. 
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quate attention. Another disappointing feature is thAt as against 
the 37 million target of membership, at the end of the Third Plan, 
the membership had reached only 20 million by the end of 1902. 
Also, against short and medium loans target of Ra. 530 crores. 
the loans advanced amounted to only Rs. 225 crores and long 
credit only Rs. 45 crores as against Rs. 150 crores. It is obvious 
that unless fresh and determined efforts are made the targets 
laid in the Third Plan would not be realised. 

Suggestions for Strengthening the Movement 

The existence of this whole host of difficulties and defects 
should not, however, fill our minds with gloom and despair, for 
as the Royal Commission on Agriculture have put it: “If Co-ope¬ 
ration fails, there will fail the best hope of rural India.” For¬ 
tunately for us, World War 11 very greatly benefited the Move¬ 
ment, especially by wiping out the overdues and by adding to 
the deposits of the societies. Moreover, co-operation has spread 
to many new fields and extended the old ones. Both the Gov¬ 
ernment and the people have assigned a very important place ta 
co-operation in the country’s programme not only of economic 
development but also of the entire national reconstruction. The 
following mam lines of reform may be followed with advantage. 
These consist of measures to overcome the external difficulties 
as well as to remove the internal defects. 

1. The most important line of reform is the reconstruction 
joi primary mral societies on the multi-purpose basis, i.e., into 
service co-operatives. 9’he old societies with a single object must 
give place to the multi-purpose co-operatives. 

2. Co-operatives should be organised on the basis of village 
communtty as the primary unit. Where villages are too small, 
a number of them covering a population of about 1,000 should 
be grouped together for the purpose of forming a village co-ope¬ 
rative society. There should be flexibility in determining the 
size of the population to be served by a village society, but care 
should be takeil to ensure the essential characteristics of a co- 
operative society, namely, voluntary basis, close contact, social 
cohraion and mutual obligation. 

'3. In addition to the primary functions such as provision of 
'credit and supply of agricultural • and other requirements, village 
co-operatives should help to formulate and implement the agricul- 
turabproduction plan of the village. The grant of credit then should 
be linked closely with programmes for increasing agricultural pro¬ 
duction. Every cultivator partitdpating in the production plan of 
the’village should be able to-secure,the necessary eredit for obtain¬ 
ing supplies of fertilizers, lAproved seeds, etc., and for meeting 
the current expenses of cultivation to the extent necessary.. 

4. Among the various functilWis of the co-operatives, spedta!' 
attention should be paid to thf^evelopment of cooperative mar¬ 
keting and processing of agrictdttiral produce. Oledit should be 
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with maiicetxng. Accordingly, village societies should be 
the members of marketing societies and should act as their agents 
for the sale of agriculture produce. 

5. The existing Oentral and State co-operative bulks should 
2>e re-organhsed and strengthened. The Central banks are at pre¬ 
sent financially very weak. This weakness can be remedied soon, 
for example, by the amalgamation of weak banks and by other 
methods. The State co-operative banks should also play a larger 
part than before in directing the whole Movement. Happily, the 
Reserve Bank has in recent years been more and more willing to 
lolfer increasing financial assistance to the co-operative movement. 
But this generous offer can be availed of to an increasing extent 
only if the secondary co-operative agencies are strong enough. 

6. The societies should tap local savings to a much greater 
oxtent. This will enable them to lend to their members at cheap 
rates and to function without much dependence on outside agencies. 

* 7. The staff of the Co-operative Departments and instiluliors 
must be, imparted intensive training in co-operation, rural econo¬ 
mics and banking to enable them to discharge* their functions better. 
A beginning was mavle by the ostablislimcnt in T)r>2 of an All-India 
Training College (at Poona) for co-operative personnel. This has 
been sponsored and is being subsidised by the Reserve Bank of 
India. Five centres for the training of intermediate personnel have 
also been started. 

S. The movement, if it is to succeed as a popular movement, 
must increasingly be in the hands of non-officials, who must be 
•encouraged in every way. Government officials should be with¬ 
drawn from the board of directors of co-operative organisations. 
It is now realised that in order to make the co-operative move¬ 
ment develop on healthy and sound lines, its voluntary •character 
minst be strengthened so that it becomes self-reliant and self- 
regulatory. For this purpose formation of federations is ad¬ 
vocated at the national and state levels in all sectors of the co¬ 
operative economy. It seems to be necessary to reduce the de¬ 
pendence of the co-operative organisation on Government assist¬ 
ance and initiative and build up a non-official leadership in the 
movement to shoulder responsibility. These functional federa¬ 
tions would be able to provide specialized assistance to theii; affi¬ 
liates for promoting better business and management and also 
render financial assistance to State co-operative unions. In fact 
the State Governments have been asked to take necessary steps 
in this direction and to vest such federations with statutory 
powers for guidance, supervision and control over their consti¬ 
tuents. 

9, The existing co-operative law is often restrictive and the 
procedures are such as result in considerable delays. Therefore 
they should be suitably amended and revised. 

10. Adequate arrangements should also be made for the ^ 
training of the promising members of co-operative societies, espo- 
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«ially of those among them who are to work as office-holders. 
To create better understanding of co-operative principles and 
practices and greater enthusiasm for co-operative activity, ocea- 
aional confmrences and seminars should be arranged where the 
personnel of the co-operative departments and institutions should 
also be present. 

11. Above all, all possible efforts must be made to develop a 
Iceen urge among the masses themselves for co-operative action. 
No amount of hammering from above will go far enough. A 
true co-operative and democratic spirit among the people is the 
necessary pre-requisite for the success of the Movement. We have 
the shining example of successful co-operation in Denmark, where 
the people are not only literate, but in addition to it, co-opera¬ 
tion is a compulsory subject in high schools so that the spirit 
of co-operation is inculcated among the people from an early age. 

The Government of India have been very earnestly taking 
steps on the above lines during the last few years and have pre¬ 
pared plans to strengthen and expand the Co-operative Movement, 
institutions for the training of staff of the department' and the 
(^o-operatives liave been set up in most States, Both the Govern¬ 
ment and the Keserve Bank liave now beeorae readier than ever 
before to make funds available to the Movement. Special em¬ 
phasis is being put on the spread of service co-operatives. In 
fact, the National Development Council ha.s indicated the broad 
objective that the co-operative movement should be developed so 
as to bring within its fold all rural families by the end of the 
Third Five-Year Plan. 

The Government has recently (August 1964) set up a high- 
power committee to review the existing co-operative, rules and 
practice^ to find out the loopholes which enabled vested interests 
to entrench themselves in the co-operative movement. It will 
examine the factors inhibiting self-reliance in the movement and 
suggest remedies. It will suggest measures to weed out non- 
genuine societies. 

It is hoped that not only will the pace of developing co-ope¬ 
ratives be further accelerated but, through proper measures, the 
progress made will be securely consolidated. Therein lies the 
«oeiad and economic advancement of the country. 

Kecent Trends 

Since the outbreak of the Second World War, the Co-opera¬ 
tive movement has taken quite rapid strides. During this period, 
a number of significant trends have been in evidence and several 
of them have become specially noteworthy during the last few 
years, particularly since Independence. Let us enumerate and 
'examine the prominent ones among them. 

The first trend obvioiusly is that of aiooelenkted developmeait 
during the last 16 years or so. From 1,22,000 societies (of all 
types) in undivided India in 1938-39, the ffumj^er rose to 1,64,000 
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in 1948-49 and 3,41,841 at the end of 1961-62 for the Indian Unioa 
alone. Their membership and working capital have also been 
rising. This is a welcome trend. 

Secondly, the State has been taking increasingly greater in¬ 
terest in the movement. This it has shown iu a variety of ways. 
Besides patronising co-operatives for the distribution of scarce 
goods during the war-time and post-war scarcity, it has been 
channelling its financial assistance under the Grow More Food 
campaign and other schemes through the Co-operative movement. 
Of late the State Government have been contributirjj larg^ sums 
of money towards strengthening the share capital of central agen¬ 
cies like the State co-operative banks and Central banks. At tlic 
end of June 1960, the total contribution o£ the State Governments 
towards the share capital of co-operative societies of all types 
amounted to Ils. 32.71 crores. Of this amount, Bs, 5,62 evoros 
were accounted for by State co-operative banks, Rs, 8.77 crores 
by Central co-operative banks, Rs. 5.18 crores by agrieultural 
credit societies, Rs. 1.78 crores by Central land mortgage banks. 
In the Five-Year Plans also place of pride has been given to deve¬ 
loping Co-operative institutions. 

Another very noteworthy trend is the shifting of emphasis 
from the credit aspect of the movement to the various other types 
of activity. There has thus been a grc'at extension in the num¬ 
ber and operations of weavers’ and eane-growers’ societies, con¬ 
sumers’ co-operatives, milk unions and cottage industry co-ope¬ 
ratives. Several new lines of co-operative activity have also deve¬ 
loped (e.g,, labour, housing, transport), and recently eo-operatlvi.*’ 
processing (e.g., sugar and cotton ginning and pressing indus¬ 
tries). The movement has thus become fairly diversified and this 
is a,ll to the good. ^ 

Perhaps the most significant trend is to replace the single- 
purpose societies by multi-purpose co-operatives, now more often 
called service co-operatives. The ultimate aim now agrarian pat¬ 
tern for the country is of co-operative joint farming. The old 
credit societies are being converted and new ones being organiz¬ 
ed on the multi-purpose basis. This is a very gratifying trend 
representing as it does a more integrated approach to rural prob¬ 
lems. ,, 

• ^ 

There is also trend towards larger areas of operation of co¬ 
operatives and towards limited liability in place of small area 
and unlimited liability. Whereas limited liability societies con¬ 
stituted only 8% of the total number of agricultural societies in 
1938-39, they constituted 45% hi 1948-49 and 56% in 1959-60. 
‘This is as it should be, because of bigger and more eoinprehen- 
sive societies. 

Of late the Reserve Bank of India has been taking greater 
ttnd greater interest in the movement. Besides guiding it. it has 
Wen making avai^We increasing financial assistance to the 8tate ^ 
eo*operative b'^aaks^^froiij mere Rs. 1.5 lakhs in 1946-47 to about 
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B&. 9B eroresi (both shott-term and medintik-terna) in Xd6(MSl, for 
agricultural purposes only. The Bank now provides considerable 
long-term finance as weU. Since recently the State Bank of India 
has also begun to help the Co-operative Movement in a variety 
of ways, particularly in providing finance. 

Since recently greater emphasis than ever before has begun 
to be placed on a comprehensive and countrywide programme of 
training and education in co-operation for the staff of co-opera¬ 
tive departments and institutions and members and oflSee-bearers 
of co-operative organisations. 

Realizing that the existing co-opOTative la'vv was often res- 
tnctivc and the existing procedures resulted in delay, in recent 
years attempts have been and eontinut to be made to effect suitable 
amendments in law and to revise procedures. 

Co-operation and Planning. ‘We in India are eouduoiing our 
planning on democratic lines. Democratic planning offers a vast 
field for the I’niitful application of co-opcration in its infimtel,\ 
varying forms Since planning in India lays great emphasis on 
.social change and seeks to establish a socialistic pattern of society, 
there is a great scope for the organisation of co-operative acti¬ 
vity, Aceordingly, a eeutral role has been assigned to co-opera¬ 
tion in our Five-Year Plans both for rural development and for 
the development of cottage and small-seale industries. The Indian 
national policy aims at building uj) of a co-operative sector as 
part of the scheme of planned development. The fields which 
are specially appropriate for the co-operative method of organi-* 
sation are agricultural credit, marketing and processing, all as¬ 
pects of jiroductioii in rural areas, use of improved scfds, use of 
water, soil coiiseivation, consumers' eo-operative stores, co-opera¬ 
tives of artisans and construction co-operatives Co operation 
♦•an yield very valuable results for the eommunity by drawing 
equally on individual and social incentives. 

During tlie First Five-Year Plan, steps were taken on the 
initiative of the Reserve Bank for the re-organisation of the co¬ 
operative movement, especially with reference to co-operative cre¬ 
dit. The programmes of co-operative development under the Second 
Five-^car Plan have been largely drawn on lines recommended 
by tb^ Rural Credit Survey Committee Throe aspects of co-ope¬ 
ration have been emphasized, viz, that credit is only the begin¬ 
ning of co-operation and not the whole of it, that every family 
in the village should be a member of a co-operative society and 
should be made credit-worthy. In eo-operafion, the crucial upit 
is the village, In the words of the Second Plan Draft: “In a 
eountrv whose economic structure‘has its roots in the village, co^ 
operation is something more than a series of activities organised 
on co-operative lines: ba.sieally its purpose is to evolve a system 
of Co-operative Community Organisation which touches upon all 
. aspects of life” (page 66). Co-operative village management is 
the goal of the re-organisation of the villa^f^i^omy. 
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To begin with, there may be in the village three sectors, viz^ 
the individual sector, the voluntary co-operative sector, and the 
community sector managing the village common land. But the 
ultimate aim is to enlarge the co-operative sector until the 
management of the entire land in the village becomes the co<* 
operative responsibility of the community. Thus, rural econo¬ 
mic structure is visualized in which agricultural production, vil¬ 
lage industries, processing industries, marketing and rural trade 
are all organised on co-operative lines. The main principle on 
which the co-operative institutions are to be reorganised U that 
of State partnership. 

The States are participating in the share capital of the large- 
sized co-operative and in thU they are assisted by the Ceulral 
Government and the Reserve Bank of India. _ 

The State will contribute to the share capital of large-sized 
societie.s on an average of Rs JL0,000 per society. About 4,000 
societies are to be assisted to have godowns at an average cost 
of about Rs. 10,000 per godown, 25% of the cost being provided 
by the "Government as subsidy and the rest as loan. Provision has 
also been made for subsidies for supervisor^v staff of central 
banks. The plan cfmtains piovisi()ii of an independent tVntral 
Land Mortgage Bank for each State as recommended by the 
Rural Credit Survey Committee. Since the progress of co-opera¬ 
tive farming in the Fir&t Plan was insignificant, the Second Plan 
made financial provision for granting loans and subsidies to such 
societies for the employment of staff, for the purchase of machi¬ 
nery and equipment, etc. 

An integrated programme of co-operative development vas 
drawn up for the Second Plan incorporating the important re¬ 
commendations of the Rural Credit Survey Committee. The co¬ 
operative movement, which had been so far confined practically 
to the provision of credit, was extended so as to encompass other 
spheres of economic activity such as marketing, processing, ware¬ 
housing, storage, etc It was also considered necessary to have 
an apex marketing society in each State to .serve as a central or¬ 
ganisation to handle the distribution of essential goods such as 
fertilisers, and to co-ordinate inter-State and exp,prt trade. The 
State was to contribute Rs. 50,000 to Rs. 1,00,000 as share capital 
in respect of such societies. « 

In November 1958, the National Development Council resolv¬ 
ed that co-operative.s should be organised on the basis of the 
village community as the primary unit and the responsibility and 
initiative for social and economic development at the village level 
should be placed fully on the village co-operative and village 
panchayat. 

By 1960-61 it was proposed that 10,400 larger-sized credit 
societies, each having a membership of 500, were to be establish¬ 
ed with a trained manager. Rural Credit Societies were to be 
■affiliated to the primary marketing societies. The Agricultural 
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Produce (Developnaent* and Warehousing) Corporation Act was 
enacted in June 1956. Central Warehousing Corporation and 
similar State Corporations were established to facilitate construc¬ 
tion of godowns on a large scale. The plan further provided for 
1,800 primary marketing societies, 35 co-operative sugar factories, 
48 co-operative cotton gins and 118 other co-operative processing 
societies. 

A National Co-operative Warehousing and Development 
Board was constituted on September 1, 1956. Among other func¬ 
tions, it plans and promotes programmes for marketing, storage, 
and warehousing of agricultural produce through a co-operative 
society or a warehousing corporation. The Board is required to 
maintain two funds: (1) The National Co-operative Development 
Fund meant for advaneing loans and panting subsidies to State 
Governments to enable them to subscribe to the share capital of 
co-operative societies or otherwise finance them, and (2) the 
National Warehousing Development Fund meant for subscribing 
to the share capital of Central or State Warehousing Corpora¬ 
tion or granting subsidies or advaneing loans to such corpora¬ 
tions. The Central Warehousing Corporation was established 
in March 1957 with a share capital of Rs. 10 crores. TTie shares 
are guaranteed by the Central Government as to the repayment 
of the principal and the payment of the annual dividend at such 
minimum rate as may be fixed by them. There is a provision for 
the establishment of 100 warehouses by the Central Corporation 
and about 250 by the State Corporations during the plan period. 

Apart from the contribution that the Reserve Bank might 
make, the Second Five-Year Plan made a provisiim of Rs. 47 
crores for ^,he development of eo-operatives. A target of 67,000 
service co-operatives was fixed for the Second Plan. It was pro¬ 
posed that during the Second Plan period the active membership 
of primary agricultural credit societies should be raised from 5 
to 15 million and the amount advanced through co-operative 
movement as short-term loans be raised from 30 to Rs. 150 crores, 
and medium-term loans from Rs. 1 to 50 crores and of long-term 
from Rs. 3 to Rs. 25 crores. Provision was made for the crea¬ 
tion of relief and guarantee funds bv the State Governments, 
which,^Rs suggested by the Rural Credit Survey Committee, were 
to be employed for writing off irrecoverable debts due to eo-ope- 
rative credit institutions arising from causes beyond the control 
of the institutions concerned, e.g., famine. There was also provi¬ 
sion for the creation of State co-operative development funds to 
be utilised for augmenting the resources available for the deve¬ 
lopment of co-operative economic activity. 

Tt is clear that co-operative movement has now entered upon 
an active phase of development fully supported by the resources 
of the Reserve Bank, the Central Government and the State Onv- 
ornments. It has been recognised that co-operation is ♦he Vital 
principle of all rural development. Under the Second Five-Year 
i^an, the programmes for the development of co-operation cop- 
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centrate mainly on credit and marketing- and snbstanlially on 
ppoeesaing especially for producing sugar, ginning cotton, crush¬ 
ing oil and bailing jute. Insufficient attention has been paid to 
co-operative farming. 

It will be seen that co-operation occupied a place of greater 
significance in the Second Five-Year Plan than it did in the First. 
Further, the outlay under this head in the Second Plan did not 
represent various individual schemes unrelated to each other but 
an integrated scheme of rural credit. It is hoped that a co-ope¬ 
rative structure would gradually emerge whieh would provide 
credit and marketing facilities to the rural ])opulation in an in¬ 
creasingly large measure, offer strong institutional competition 
to private money-lending and trade and enable the eventual estab¬ 
lishment of a strong and largo co-operative sector in the rural 
economy. 

Over the period of the first two plans, the number of primary 
agricultural credit societies has risen from about 1,05,000 to about 
2,10,000 and their membership has gone up from 4.4 million to 
17 million. Over this period the total loans advanced by pri¬ 
mary agricultural societies have risen from Rs. 23 crores to Rs. 200 
crores. The progress during the Second Plan was more marked 
than during the First Plan. During the Second Plan tin* amount of 
loans outstanding increased from Rs. 13 crores to Rs 34 crores 

The Third Plan provides Rs. 80 crores for eo-operation as 
against Rs. 34 crores spent under the Seeond Plai). It envisages 
that the membership of the co-operative societies will increase to 
about 37 million covering about 60% of the agricultural popula¬ 
tion. The number of societies is expect'd to increase to 2,30,000 
so as to serve all villages in the country. It is estimated that 
total amount of short and medium-term credit may increase to 
about Rs. 530 crores and that of long-term credit to about Rs. 150 
crores. The short and medium-term credit at the end of 3960-61 
was estimated at Rs. 204 crores and long-term loans outstanding 
at about Rs. 35 crores. Programmes for Third Plan provide for 
the revitalisation of about 52,000 primary societies 

It is estimated that the total volume of agricultural busijicss 
conducted by marketing societies will increase from Rs. 200 crores 
to Rs. 400 crores. In the course of the Second Plan 1,670 godowns 
were built and about 980 additional godowns are expected to be 
established during the Third Plan. The total number of godowjts 
is expected to go up from 4,100 to 9,200. In the course of the Seeond 
Plan 378 co-operative processing units other than sugar factories 
were assisted and in the Third Plan 783 co-operative processing 
units will be .set up. Other items in the Third Plan programme 
include the development of co-operative farming, consumer co¬ 
operatives, industrial co-operatives, labour and construction co¬ 
operatives, housmg co-operatives, etc. The programme of trains 
mg of co-operative officials will be further extended. 

The National Co-operative Development Corporation has 
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1)6011 sol up as a planning and promotional body in respect of 
agricultural co-operative activities. It looks after disbursement 
of loans and grants of State Governments for financing of agri¬ 
cultural co-operation in accordance with the annual plan provi¬ 
sions and keeps a watch on their utilisation and making recoveries 
of loan instalments. 

In a planned economy pledged to socialism and democracy, 
co-operation should become progressively the principal basis of 
organisation in the many branches of economic life. The social¬ 
istic paltoru of life implies the creation of large numbers of de- 
eontralised units in agriculture, industry and services. Co-ope¬ 
ration has the merit of combining freedom and opportunity for 
the small man with benefit.s of large scale management and or¬ 
ganisation as well as goodwill and support from tlie community. 
Thus a rapidly growing co-operative sector with special emphasis 
on the needs of the peasant, the worker, and the consumer be- 
come.s a vital factor for social stability, for expansion of employ¬ 
ment opportunities and for rapid economic development. Co¬ 
operation gives to the social structure and national «eonomy 
balance, direction and sense of values Here is the role of co¬ 
operation in economic planning 
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Community Development 


Eole of State in Agricnlture. In a predominantly agricul¬ 
tural country like India with economically poor and intellectual¬ 
ly ill-equipped peasantry, the duty of agricultural development 
must necessarily devolve upon the shoulders of the State. We 
have already discussed some of the functions which the State 
performs in relation to Indian agriculture. Apart from the 
above basic functions, the State has constructed huge irriga¬ 
tion works, extensive roads and railways; it provides credit for 
agricultural imiirovements, thougli on a limited scale; it has ini¬ 
tiated and it controls and supervises the eo-operative movement 
and it has passed many legislative measures for the protection 
of the tiller of the soil from the rapacity of the money-lender and 
the landlord. Moreover, through its Medical, Public Health and 
the Veterinary Departments, it seeks to preserve and improve 
the health of the agriculturist and his livestock. For the latter, 
it has established and maintains special cattle-breeding farms to 
improve the breeds. The State Education Departments also do 
their little bit to spread literacy in the rural areas. Agricultural 
Development has been given a prominent place in the Five-Year 
Plans. The First Five-Year Plan was a big effort on the part 
of the State to push agricultural development. The Plan aimed 
at not only increasing production of food and raw materials but 
also transforming the village environment and outlook of the 
rural population. The total outlay on agriculture, community 
development and irrigation amounted to Rs, 600 crores nearly in 
the First Plan and was put at Rs. 950 crores for the Second Plan. 
The programmes relating to these items included in the Third 
Plan entail a total outlay of Rs. 1,718 crores. 

Agriculture is the premier national industry of India, -pro- 
vi(^g, as it does, direct employment to about 70% of her popu 
lation. The prosperity of the nation is, therefore, largely depen- 
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(lent ©n the prosperity of agriculture. A great responsibility 
devolves on that account on the State to adopt suitable policy 
and to take active measures to promote that prosperity. In fact, 
that is all the more necessary in India where, since ancient times, 
the people have been accustomed to look up to the State for 
guidance and help. 

For a very long time, the Qovornment in India followed a 
policy of utter indifference. In the sixties of the last century, 
certain measures began to be taken for the development of agri¬ 
culture. These were, however, directed more by belf-interest than 
for improving the economic position of the agricultural masses, 
e.g., improving cotton to benefit Lancashire. A series of severe 
famines visiting India in quick succession in the last quarter of 
the 3J)lh century, aroused (Jovernment to the need of looking 
into the weakness of agriculture. The Famine Commissions of 
1880, 1898 and 1901 and the Irrigation Commission of 1903 had 
in their reports made many constructive suggestions for the im¬ 
provement of agriculture. Accordingly, the Government chang¬ 
ed their attitude from indifference and passivity to playing .j 
somewhat more active and positive role. The passing of the Co¬ 
operative Societies Act in 1904. establisliraent of Central and Pro¬ 
vincial Departments of Agriculture in 1905, and the constitution 
of the All-India Agricultural Service in 1906, all indicate this 
change in the State policy. Agriculture becoming a provincual 
‘Transferred’ subject in 1919 and the introduction of Provincial 
Autonomy in 1937 led to greater interest being taken in the im¬ 
provement of agriculture. The serious weaknc'sses of Indian agri¬ 
culture were revealed during World War II. It was rcalhsed 
that even, enough food was not i)rodiiced in the country. The 
Crow-More-Pood Campaign was launched in 1943, but its achieve¬ 
ments were most disappointing. The Partition of the country in 
1947 dealt a serious blow to agriculture in the Indian Union be¬ 
cause tbe rieh food surplus and cotton producing canal colony 
areas in West Punjab and Sind were lost. 

The next phase in State policy was the First Five-Year Plan, 
wherein agrieniture and irrigation were given the highest prio¬ 
rity. A far-reaching land reforms policy was formulated and 
-sought to be implemented. Besides, a network of Community 
Bevelopment Projects and National Extension Service have been 
established for rural development. The Japanese method of rice 
eultivation has also been introduced and is being energetically 
extended. In the Second Five-Year Plan, although top priority 
was given to industrial development, yet agriculture continued 
to receive inoreasing attention of the Government of India. India’s 
Third Five-Year Plan also accords duo importance to the deve¬ 
lopment of agriculture. 

After this broad survey of the general policy of the Govern¬ 
ment towards agriculture, we may now refer to tho various mea- 
smres which have been adopted by the Government to help agri¬ 
culture. These may be noticed as nnder:-— 
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(i) Xrrigatton. Perhaps the most imx>ortftnt eoutributron 
made by the Government towards improving Indian agriculture 
has been the provision of irrigation facilities, especially canals, 
1116 splendid canal system, developed under the British rule, went 
a long way in developing Indian agriculture. Also a large num¬ 
ber of tanks were constructed in the Deccan. 

In recent years, since Independence, several big river pro¬ 
jects have been undertaken and some of them have reached or 
are nearing completion. With the completion of the existing and 
several new projects, irrigation facilities will have been consider¬ 
ably extended to the great good of agriculture. At the com¬ 
mencement of the First Five-Year Plan, the total irrigated area 
in the country stood at 51.5 million acres, and by the end of 
1960-61, this figure had risen to about 70 million acre.s. The tar¬ 
get now of the Third Plan is 90 million acres, 

(ii) The Medical and Public Health Departments have been 
opened to preserve and improve the health of the agriculturists. 
The Education Departments, by .spreading literacy in the rural 
areas, have been making a very valuable contribution in improv¬ 
ing their outlook. 

(iii) The Agriculture Departments in the Stat(‘ perform very 
useful functions for effecting improvements in the methods of 
agriculture. For this purpose, they provide agfricultural educa¬ 
tion, conduct agricultural research with regard to seed, manure, 
implements, pests, etc., and popularise results of such research by 
propaganda, distribution of better seeds and implements, etc. 

(iv) Debt Legislation and Co-operative Movement. Another 
very noteworthy contribution made by the State to agriculture 
has been the protection of the agriculturist-debtor from the rapa¬ 
city of the money-lender. In this connection, very elaborate debt 
legislation has been passed in all States. To further solve the 
problem of rural finance, the Government has initiated and con¬ 
trols and supervises the Co-operative Movement in India. The 
scope of tlie Movement has been extended beyond the provision 
merely of finance with obvious advantages to the cultivator. Of 
late, financing of agriculture by the Government and by the Re¬ 
serve Bank through the eo-operative organisation is also on the ■ 
increase. 

(v) Land Reform Legislation. In recent years very elabo¬ 
rate land reform legislation has been enacted and is being imple¬ 
mented. Notably, the zamiodari system has been abolished al¬ 
most all over the country and legislation for the protection of 
tenants has been passed. 

This is being followed by the imposition of ceilings on land 
holdings to ensure a more widespread distribution of land. Ener¬ 
getic steps are being taken to organize small cultivators into ser- 
^ce co-operative and co-operative joint farming societies. 

(vi) Agricultural Marketing Organisation. To help the culti-' 
vator in realizing higher prices, the Government maintains a mar- 
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keting orgauisation both at the Centre and in the States. A large 
number of ri^fulated markets have been set up by legislation, 
which are free from the malpractices which earlier prevailed in 
the mandis. The extension of railways and roads has not only 
improved the outlook of villagers, but has considerably improved 
marketing of agricultural produce. At the village end, the Gov¬ 
ernment has helped in setting up co-operative marketing socie- 
tiea. Recently a network of warehouses is also being establish¬ 
ed in different parts of the country by the TTnion and State Gov¬ 
ernments. 

(vii) Veterinary Departments are run in the States for the 
prevention and cure of cattle diseases. They also help towards 
improving the breed of eattle and carry on useful research con¬ 
nected with them. Recently, the key-village scheme of cattle 
development has been launched in selected areas of the country 
An Institute for veterinary research has been set up at Izzat 
Nagar. Quite a number of ‘Go-Sadans’ have been established 
under the Five-Year Plans. 

(viii) Rural Reconatmetion. A])art from the departments 
connected with the specific problems of agriculture, the Govem- 
menl has, through the State Rural Reconstruction Departments, 
been trying to improve the village life as a whole. The object of 
these departments has been very comprehensive, viz., raising of 
the matmial, mental and moral levels of rural life. Since Octo¬ 
ber, 1952, rural reconstruction work has been merged into the 
integrated Community Development Projects and National Ex¬ 
tension Service Blocito. (For community development projects 
see the preceding chapter.) 

Apart from these State departments, the tVntral Government 
has also its Ministry of Food and Agriculture. The Central Gov¬ 
ernment also maintains the Indian Council of Ag^ricultural Re¬ 
search, which apart from doing useful research, attends to all' 
problems connected with agriculture. 

The above enumeration of Government activity in regard to 
agriculture seems to be quite impressive. But as compared with 
requirements of the situation, these activities have hardly touch- 
• ed the fringe of the agrieultnral problem. The main drawback in 
'' the Government policy has been that, till very recently, they have 
.'been trying only to lake superficial measures, here and there, 
T\'rthout much attempt at their co-ordination and attending to 
the fundamental weaknesses, such as, land tenures, excessive pres¬ 
sure on land, the ignorance and conservatism of the peasant. 
TTnless bold and radical measures aimed at removing the funda¬ 
mental drawbacks are adopted, Indian agriculture will fail to 
show any appreciable improvemetit. The Community Develop¬ 
ment Projects and the National Extension Service which have been 
taken in hand or started in recent years are steps in the right 
direction and should produce better results. 
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Earlier Efforts at Bnral Beoosistruetion 

DevelopmeBt of agriculture is for all practical purposes 
synonymous with rural uplift or rural reconstruction. Bural Ee- 
construction or Rural Uplift, as it is sometimes called, is a moTe- 
ment for the rehabilitation of Indian rural life. It has a mate<* 
rial, an intellectual and a moral aspect. Materially it seeks to 
improve the health of the agricultural classes and raise their 
standard of living. The former is achieved by encouraging better 
sanitation and by the provision of medical aid. To realize the 
latter better methods of cultivation, finance and marketing are 
popularized. As regards the mental or intellectual aspect, edu¬ 
cational facilities are provided for boys and girls, and adults. 
Information and instruction are also made available through the 
radio, cinematograph and lectures and demonstrations by tour¬ 
ing parties. The moral aspect, however, is the most fundamental. 

It seeks to awaken the will of the villager, to make him conscious 
of the value of his personality and individuality. It aims at 
creating in him a dt'siro for self-improvement and self-diseinline 
by individual and collective action. The object is to free him of 
the inhibitions that are obstructing the way to his self-realiza¬ 
tion. It seeks to release liis pent-up energies by removing de¬ 
featism, superstition, and baseless fears created by centuries of 
depression and opnression. In a word, it seeks to change his 
entire outlook on life. 

It was realized that if adequate and lasting results were to 
be achieved, the village problem, which was the problem of 
poverty, ignorance, illiteracy, dirt, disease, and general apathy, 
must be tackled simultaneously as one problem. The Roval Com¬ 
mission in 1928 had already expressed the view that .“if inertia 
of the centuries is to be overcome, it is essential that all the re¬ 
sources at the disposal of the State should be brought to bear 
on the problem of rural uplift and sustained efforts should be 
made by all those departments whose activities touch the lives 
and surroundings of the rural population.'’" 

Community Development Method 

There are three main reasons why earlier efforts at rural up- ‘ 
lift failed in the achievement of its objectives. (1) In the first 
place, these efforts were diffused inasmuch as they endeavoured 
to cover the entire country. A small effort to tackle so big a prob¬ 
lem cannot succeed. (2) Secondly, the impulse for rural deve¬ 
lopment came from above. It was super-imposed and, therefore, 
did not arouse any enthusiasm among the villagers. (3) Third¬ 
ly, the various departments concerned with the rural uplift pro¬ 
gramme tried to tackle each problem in isolation. This could not 
succeed since the entire rural life is inter-related. What is need¬ 
ed is a co-ordinated effort and an integrated programme. ^ " 

’ The community development programme meets all these ob- 
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jeetions. The concept of the community development projects 
is an improvement on the earlier efforts relating to rural im¬ 
provement. ‘Tt has been recognised that our effort at rural 
development, in order to be successful, must take the form of 
concentrated efforts in intensive development areas. The inten¬ 
tion is not to neglect the rest of the country, but to make sure 
of success by making a small beginning in a concentrated manner 
in comparatively smaller area and then spread themselves out in 
the rest of the country. Basically this is the concept of com¬ 
munity development or community project. It is really a concept 
of many-sided development as distinguished from development 
of a particular aspect of rural life. The intention is to bring 
about an all-round improvement in all the different facets of 
rural life, viz., agriculture, education, health, sanitation, animal 
husbandry, cottage industries, etc. In other words the approach 
is based on the realisation that the problem to be tackled is essen¬ 
tially a human problem and the target aimed at is the raising of 
the villager to a fuller life.”' 

The community development is a programme of aideli self- 
lielp plannf*d and implemented by the villagers themselves, Gov¬ 
ernment offering only technical guidance and financial assistance. 
Its objectives are to develop self-reliance in the individual and 
initiative in the community and to make the villages self-govern¬ 
ing units, community thinking and collective action are encourag¬ 
ed through people’s own institutions. 

One of the reasons why the rural improvements scheme in 
India did not make much headway was the meagre resources plac¬ 
ed at its dispo.sal. Now we have found a new source of financial 
aid. The Indo-II.S. Technical Co-operation Agreement was enter¬ 
ed into on./Tanuary 5, 19.52, and it opened up new possibilities of 
rural development programmes. According to this Agreement, 
the U.S.A, provided a sum of .50 million dollars and the Govern¬ 
ment of India also contributed a similar amount making in all 
a total sum of Rs. 50 erores. 


Main Features of C.D. Projects 


Let us first briefly mention the main features of the projects#' 
.First, our efforts in the past wore diffused over much too large 
an area, since they tried to cover the entire country. Little won¬ 
der, they did not succeed. The first feature, therefore, of the Com¬ 
munity Development Projects is that they cover only a few select¬ 
ed areas for concentrated effort. “The intention is not to neglect 
the rest of the country, but to make sure of .success by making a 
small beginning in a concentrated manner in comparatively 
smaller areas and then spread them out in the rest of the coun¬ 
try.” 


Secondly, and the more important feature, or we can call it 
tha basic oon<»pt of the Community Development Project, is that 
it seeks the nsaay-siidBd devalopmest of rural life, as distinguish- 


3, ComiMree Anmtai, 3962, 16, aa arttclo by Shri D. L. Ooawami. 
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ed from the earlier efforts in which the various aspects of village* 
life were sought to be inlproved piecemeal and in isolation fronr 
each other. As the Royal Commission of Agriculture had also ob¬ 
served: ‘The problem of improving agriculture is really the prob¬ 
lem of improving Indian village life and this must be tackled as 
a whole.” Thus, since all facets of rural life are closely inter¬ 
related, the only correct and effective method would be to attack 
all the problems simultaneously and in proper co-ordination with 
each other. This precisely is the approach of the Community 
Development Projects. 

Thirdly, and an equally important featui'i' is great omi^iasis 
that these projects place on the impulse for rural development 
condng from the rural people themselves. In earlier attempts 
the programme of improYimient ^vas almost invariably forced 
down the throats of the people from above by official or philan¬ 
thropic organisations; but no lasting results can bo ])rodueed until 
the villager himself is filled with enthusiasm and determination 
to improve his own condition The essimce of these eonimurity 
projeetvS is, as tli(*ir name itself sliows, to “help the people to help 
themselves”. 

Fourthly, these projects pro\id(« for a single multi-purpose 
agency reaching the very door of the farmers In the case of 
earlier attempts, not only did the various development depart¬ 
ments work independently of one another without a sense of com¬ 
mon objectives, but each of those approached the villager through 
its own official hierarchy (e.g, successive layer.s of officers), and 
it was the lowest official of each department who came in actual 
contact with the villager. This lowest official in all the depart¬ 
ments was inadequately trained and incapable of providing guid¬ 
ance to the villager Tlic community projects avoid, this basic 
drawback. 

Fifthly, adequate financial and technical provision is mad(' 
to ensure their success Previous attempts liad suffered from 
serious inadequacy of such resources. 

We may now study the actual organisation and programmes 
of these projects, emphasizing the exact manner in which the 
above-mentioned features have been provided 

Orgnjiisation 

These projects are broadly of two types, viz., (i) tbe basic 
projects, and (ii) the composite projects. In the basic projects 
the primary emphasis is on inereasing agricultural production, 
of course, with some work in other splieres, such as public health, 
education and road construction. Generally each project covers 
about 300 villages, 2 lakh of population, 500 sq. miles of ajrea 
and 1,50,000 acres of cultivated land. Tlic whole project area is 
divided into 3 development blocks, each block covering about 
1(K) villages. 

In the composite projects and blocks besides agriculture, em¬ 
phasis is also laid on the development of small industries, Au 
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mrbsii centre is provided for the purpose and that is to serve 
as the pivot for the development in the area. The development 
of industries is to be on the pattern of the Nilokheri and Farida- 
bad projects. Governmeiil expenditure in such projects is natu¬ 
rally higher. 

Until recently, the programme of these projects was being 
carried out in three distinct phases. Initially, the block used to 
be worked for three y(‘ars under the National Extension Service, 
a programme of somewhat less eoinpreheiisive character; this 
was followed by another i)eriod of three years of intensive deve¬ 
lopment. Finally, tlie block went through the 'post-intensive’ 
stage. In 1})58 this was substituted by a two-stage pattern, and 
the previous distinction between N.E.S. and Community projects 
was removed. Now, first there is a period of intensive develop¬ 
ment lasting fiv(‘ years; then a bloek enters into the second stage 
during which development work is eonliniied with relatively re¬ 
duced budget provision for another five years. In the first stage, 
the total outlay per bloek is to be Rs. 12 lakhs, and for the second 
stage Rs. 5 laklus. Before it enters tlie first stage every block 
undergoes a ‘pre-extension phase’ of one j’^car during which the 
programme is exeJusiveJy contiued to agricultural development. 
Simple tasks like keeping the village elean or digging compost 
pits are laid down for a test of the self-relianee of the people 
before the programme is taken up in an area. 

For each project, there is a Project Executive Officer at the 
project lieadquarters and one Block Development Officer in each 
block, with them an* associated about 12 technical experts in 
agriculture, veterinary and animal husbandry, co-operatiou and 
I’anehayafs, .social education, public health, road engineering, 
etc. Their duty is to draw up the prograinme of intensive deve¬ 
lopment by mutual consultation. 

Howi'ver, to give effect to such a programme there is for a 
group of four-five villages, a A’illage-level worker or Oram Sevak, 
who before his appointment is givtui sufficient training in agri¬ 
culture, animal husbandry, and other related matters of rural 
life and in extension methods. It is the village-level worker who 
has to remain in constant touch with the villagers in his charge 
- and has to guide and help them in aecom])lishmg the programme 
H>f the development. He is to be their friend, philo.sopher and 
guide, and is thus the pivot of the whole scheme in his area^ In 
.short, he is a multi-purpose man. His work is not to be conceiv¬ 
ed or executed along narrow dei)artmental lines. He. in turn, 
gets guidance, and instructions from the technical experts at the 
project headquarters. This whole system is, in essence, the 
National Extension Service, whi'h has worked wonders in th(‘ 
development of agriculture in countries like the IT.S.A. and the 
HK. 

The emphasis throughout has to be on evoking ooxmnuuity 
effort and participa;tion in tlie whole work of development. To 
ensure this every project has a Project Advisory Committee to 
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advise and enlist public co-operation in the sta^e of planniimf of 
the various programmes of development. The same pattern is 
gradually to be followed in development blocks and villages. 
Similarly, provisions have been made to ensure public participa¬ 
tion in the execution stage. Minimum scales of voluntary con¬ 
tributions have been laid down with that object. These may be 
in the form of cash, kind or voluntary labour. The Bharat Sovah 
Samajt which has been organised, is expected to serve as an 
agency for organising voluntary effort on the part of the villagers. 

Their Programmes 

The jpS'in fields of activity in these projects are agriculture 
and related mailers, communications, education, health, supple¬ 
mentary employment, housing and social welfare. Minor irriga¬ 
tion works have been given great importance, generally one-third 
of the total financial provision is for them. Then comes manure— 
chemical or organic or ratlier a combination of both. Improved 
seeds and improved metliods of cultivation with improved imple¬ 
ments asre to be made available to the cultivators for increasing the 
yield. In all tliesc directions, attempts arc to be made to utilize the 
results of scientific research. The other vital problem of the rural 
population is their undcr-cmployraent owing to the seasonal and 
fitful nature of their occupation. This is to be met by placing em¬ 
phasis on the development of village industries. 

Since full development of a community cannot be achieved 
without a, strong educational base and without a health pro¬ 
gramme definite arrangements and organisation for these form 
an integral part of the programmes of the projects. Road pro¬ 
gramme is also essential. It is to be so designed as to link up 
every village in the project area with the main ro^d. These 
feeder roads are to be built with the voluntary labour of the 
villagers. 

In short, the people are to be inspired and their enthusiasm 
to be enlisted for a fuller life and for earning the necessary 
wherewithals for it. 

Administration and Fioianoe. The Central Ministry of Oom- 
munity Development and Co-operation is in overall charge of the 
programme. Matters of basic policy are, however, determined 
by the Central Committee on Community Development, which in¬ 
cludes members of the Planning Commission. The exeention of 
the programme is the responsibility of the State Governments. 
The executive head of the programme in the States is their res¬ 
pective Development Commissioner. The Deputy Commissioner 
as‘Chairman of the District Planning and Development Com¬ 
mittee is responsible for the implementation of the schemes in 
the district. 

The community development programme is financed by th* 
Central Ministry of Community Development and Co-operattoa, 
the State Governments and the aid received from the U.S. Qov- 
amment’s Teehnieal Go-operation Mission. 
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Resources for the programmes are drawn from both the Got- 
ernment and the people. For each block area, development 
schemes are condilioned by a qualifying scale of voluntary con¬ 
tribution from people in cash, kind or labour. 

Progress 

The first fifty-five Community Development Projects were 
inaugurated, very aptly, on the 2nd of October, 1952, the birth¬ 
day of Mahatma Gandhi. On the first anniversary of these pro¬ 
jects, i.e., on October 2, 1953, 55 more Community Development 
Blocks were inaugurated, besides about 251 National Extension 
Service Blocks. Since then their number has been rising, so that 
by October, 1960, the community development programme cover¬ 
ed 3,110 blocks, 3 6 lakh villages and neaily 20.3 erore persons or 
about two-thirds of India’s luraJ population. The Second Five- 
Year Plan originally had the target of covering the entire rural 
area by the end of the Plan period But, on the recommenda¬ 
tions of Balwantrai Mdita Committee, the target date for ex¬ 
tending to the whole country was postponed to October, 1963, 
and by the end of the Second Plan, the programme extemhd t6 
about 3.100 blocks, compnsing about 4 lakh villages. Of these, 
over 1,000 blocks completed more than five years, and entered 
the second stage of the community development programrre and 
about 2,040 blocks will .still be in the first stage. 

Till the end of January, 1963, 4,1871 stage I and stage II 
blocks were set up, covering about 4.54 lakh villages and a popu¬ 
lation of 26 86 erores. There were also 961J pre-extension blocks 
functioning in the country The whole country has been delimit¬ 
ed into 5,223 blocks 

Unfortjinately the achievements of the programme have fallen 
short of the original expectations. Yet the progress cannot be 
said to be negligible. Below we may reproduce a few important 
achievements in 1961-62: 

(1) Agriculture. Chemical fertilizers distributed, 1.8 crore 
maunds; improved seeds distributed, 75.3 lakh maunds; agricul¬ 
tural demonstrations held, 9.5 lakhs. 

(2) Social Education. Adult education centres started. 
58,389; adults trained, 9 54 lakhs; village camps held,' 13,131; 
Gram Sahayaks trained, 4,93 lakhs. 

(3) Health and Sanitation. Drinking-water wells construct¬ 
ed, 87,440; renovated, 40,390. 

(4) C ommun ications. Kaehha roads constructed, 15,836 
miles; besides improving existing kaehha roads and building » 
large number of culverts. 

tMdng 

A large number (91) of extension centres have been opened 
for imparting training to Gram ^evaks, 35 for Gram Sevikas, 13^ 
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for Social Education Organisers and 8 for Block Development 
•Officers j similarly there are training centres for other categorries 
of personnel. The Trainers’ Traiimif Institute has also been set 
up at Rajpur, near Dehra Dun, to provide training to Principals 
apd the instructional staff of different training institutions. In 
1958 a Central Institute of Study and Reseandi in Community 
Development was set up a1 Mussoorie for giving higher training 
to the technical and administrative key personnel in the C.D. pro¬ 
gramme. An increasingly large number of short duration camps 
are being held in rural a^eas to train non-officials. Till the end 
of 1963, 5,745 Block Development Officers, 6,213 Social Education 
Organisers and 5,730 Extension Officers had been trained. Also, 
4)1,601 Gram Sevaks and 5,771 Gram Sovikas had been trained 
till the end of September, 1963. 

Expenditure on (Community Development during the First 
and Second Plan jx'riods amounted to Rs. 235.07 erores. The 
.anticipated expenditure for the Third Plan period is Rs. 321 9 
erores* The people’s contribution till March 1963 amounted to 
Rs. 129.72 erores forming about of tlie government expen¬ 
diture which was Rs. 343.63 erores. 

Critical Appraisal 

At the time of their launching, cornmuiiity projcct.s were re¬ 
garded as the most promising symbol of new India and were 
expected to achieve a. “hum^n revolution”. Noav that over twelve 
years have elapsed since this jmogramme was inaugurated, wc 
shall do Avell to take stock of the success and failures. 

Success. There is no doubt that a certain measure of sm-- 
cess has been achieved. The initial difficulties inherent in or¬ 
ganising any new movement have been considerably got over, 
institutions for providing training to all categories of personnel 
required in running the movement have been set uj) and are 
working satisfactorily; substantial physical targets have also been 
reached in agricultural improvement and local community works 
(for these see the relevant i>ortion of the answer to the preceding 
<iuestion); and above all, there has also grown up a distinct desire 
.among the rural populace for favourable economic and social 
changes. 

Failures and Weaknesses. The Planning C’ommission has set 
up a separate Programme Evaluation Organisation which carries 
on a continuous evaluation of the eominuiiity projects. Till the 
end of 1960, seven annual reports had been produced by this or¬ 
ganisation which throw a searchlight on the successes and failure!;f 
of the whole programme. Tn 1957 was also submitted a eompre- 
hensive report on C!ommunity Project and National Extension 
Service Scheme by the Balwantrai Mehta Committee. Besides, in 
1960 was submitted a critical report by the **Oonuuuiiity Dev^p. 
ment Evaluation Mission” in India sponsored by the Uiiited'* 
Nations Technical Assistance Administration. These reports have 
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drawn special attention to the following drawbacks of the whole 
programme. 

(i) Insufficient attention paid to agricultural improvement, 

Investments made so far under C.D. schemes have tended more 
in the direction of means of communication, such as roads, and 
village amenities, such as wells and schools, rather than in the 
direction of agricultural improvement. It is a case of mistaken 
priorities. For example, cement which is urgently needed for 
irrigation canals is lavishly used for making roads. This reveals 
lack of .judgment on the j)art of ofticer-in-ehargo on the relative 
im]>orlance of work to be done. 

(ii) Extension of irrigation faeilitif's and programmes of re¬ 
clamation of land and removal of pests and diseases and soil 
erosion have fallen short of anticipated levels. The Seventh Eva¬ 
luation Report (1960) noted that the lack of irrigation facilities 
was cited as problem in the largest number of blocks fin 14 out 
of 18 blocks it studied). Pests and diseases and soil erosion were 
also serious probhuns in many blocks. 

(iii) While the use of improved seeds and fertilisers has 
generally increased in community development areas the pace of 
adoption of other improved cultural practices has been slow, 
such as that of line sowing, the Japanese method of paddy culti¬ 
vation, seed treatment and intensive manuring. Shortages of 
fertilisers and of improved seed« and lack of irrigation facilities 
have been cited as reasons for tlie slow progress Th(‘ distribu¬ 
tion sy.stem in respect of them is very defect ire and needs many 
imj)ro\(‘ments. 

(ii ) The yifogrammes for tlie develojnnent of animal hus¬ 
bandry and fisheries have not yet made sutlieienl progress. The 
popularity of artificial in.seminatinn has inereasecl. but there is in¬ 
adequacy of the nuralxM' of insemination centres. Also the num¬ 
ber of pedigree bulls distributed in a number of blocks falls short 
of their targets for this programme. Furthermore, in several 
blocks there is no definite programme for increasing the acreage 
under fodder crops. As the Seventh Evaluation Report has warn¬ 
ed, “the upgrading of breeds will fail t(' show significant results 
in the performance of animals unless it is accompanied by neces- 
, 8 ar 3 ' improyement in the quality and quantity" of seeds supplied 
to them.” 

Regarding fisheries, the general picture is particularly un¬ 
satisfactory. 

(v) The position regarding health and education is also not 
satisfactory. The assistance available from the blocks has not 
Been availed of in many blocks as the requisite participation by 
the people has not been forthcoming. In some blocks, full use 
of facilities like drinking water wells, hospitals and dispensaries 
is not made, nor are they properly maintained. 

(vi) Whatever progress has been achieved hag been uneven 
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in respect of both the different States and within the individual 
States. 

(vii) Another serious weakness of the proprainme has been 
the wide disparity in the distribution of its benefits. Tt has made 
the better off materially more better off than the less better off. 
If any gains have accrued to the economically handicapped class 
of rural people, it appears that these benefits have come to them 
as a by-product. This is contrary to the basic principles of social 
justice and equity which underlie our Five-Year Plans. The latest 
report of the Minislry of Community Development itself points 
out that during the T^ird Plan one of the objectives will he to 
take necessary steps io ensure that economic assistance and the 
benefits of the various development programmes flow in ade¬ 
quate measure to the weaker sections of the community. 

(viii) A further serious shortcoming in the working of the 
C.D. programme is on the inatitutioual side. The pauchayats are 
reported to be workiner very unsatisfaotorilv. The narticipation 
in planning work is inadequate. The presidents of some nan- 
ehayats are so powerful that thev create a gulf between them¬ 
selves and the people for whom they Avork. Tn manv panehayats, 
meetings are seldom held to discuss public issues of common in¬ 
terest. 

The position of co-operatives, whiel> are the other chief agen¬ 
cies for manv development activities, is equallv had Credit co¬ 
operative societies, multipurpose societies mid industrial co-ope¬ 
ratives: haA’^e not made much progress in CD areas in terms of 
number, membership, working capital and oAvned capital. "When 
so much reliance has been nlaced on these institutions for the 
workinc’ of the community development programme their inabi¬ 
lity to bear the burden is a serious Aveakness 

(ixl There has been onlv an imperfect co-ordination among 
the various organisations and agencies engaged in the work of 
community development. Little Avonder. the results are not satis¬ 
factory. 

(x) Another great weakness in the C.D. programme is that 
people’s coutribution in development uroiects is very inadeouate. 
Tn verA” few blocks have there been instances of public Avorks or 
development programmes of common benefit undertaken by the 
people without any financial and/or administraliA’c sponsorship 
from the blocks* Yoluntarv contribution'? have no donht been 
made by the public in many eases. Bui thev do not alwavs re¬ 
present geniiine sacrifice: there have been e.ases “where buildings 
which are of no value to the donors have been presented for public 
purpose”. There has been a tendency to inflate puWic contribution 
presumably in order to wiu official applause. This inflation is 
sometimes made by including among public projection items of 
work of individual or private benefit. 


1. Seventh Nvolttoften Seport, 1900, p. S8. 
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(xi) Farther, there is the difficulty of securing the right type 
of development officers and gram sewaks. At present, most of 
the gram sewaks are city dwellers who seldom believe in the 
dignity of labour themselves Their training is also inadequate. 
At the block level, the bureancratisation is disturbing with the 
administrative staff predominating over the technical men. 

(xiil Lastly, the most important weakness of the CD scheme 
has been that it has failed to enthuse the villagers or to create iii 
them the spirit of self-help, self-reliance and co-operative effort to 
ameliorate their own lot. Tn manv blocks the general attitude of 
the people is that community development work is an affair of 
the Government, that “sinee ihe government is out to develop 
the rural areas, it should do everything without seeking any con¬ 
tribution from the people”. Tn a number of blocks “the majority 
are not convinced about the necessity and utility of the pro¬ 
gramme” It is true that there are blocks or groups of peopl*» 
in some blocks who have a healthy awareness of the importance 
of CD projects But, on the whole, the people’s attitude and 
reactions in most of the blocks are “not yet generally favourable 
to the growth of self-reliance in village communities, which is the 
primary aim of the C.D. programme”, (Seventh Bvaluatioii Re¬ 
port, p. 90 ) The basic philosophy and approach of the programme 
“ar#‘ therefore inadequately suhaeribed to by the people in these 
areas ” Thus, we cannot hut eonelude that “the general level of 
aehievemenis of CD programme is still low and far from ade¬ 
quate” 

Tlie planners are seriously worried about the failure of the 
community deielopment programme to attract more people and 
bring out the host in them Mr Ashoka, Mehla. Deputy Chair¬ 
man of the Planning Commission, said in an interview on Julv 
23, 1964. that there wa^s something wrong somewhere, either with 
the projects or with their exeention The people at large were 
passive which he said, if allowed to continue will recoil on the 
planners and all planning A survey report hv Indian Institute 
of Public Administration has revealed that 50% of the people 
were completely ignorant of the goal of the community develop¬ 
ment progiamme and manv said that thev did not know of its 
,achievements The Pnion Commnnitv Development and Co-ope¬ 
ration ministry has drawn the attention of Ihe States to the slow 
progress of the eommiinitv development programme in the field 
of village industries and social services TTowever in Ihe field of 
seeds, fertilisers and compost eonstrnetion of minor irrigation 
works and development of fisheries there has been marked im¬ 
provement. 

Suggestions for Improvement 

Following the main recommendations of the Balwantrai 
Mehte Committee and the Community Development Evaluation 
Mission, we make the following suggestions:— 

(i) Tn order to reduce the present over-dependence on official 
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initiative and help, and to enthuse the people and to maho them 
self-reliant, there should be ''democratic decentralfeatioB”. ^^For 
this purpose, a new body, to be named the 'Paachayat Ssonitf, be 
set up which will be responsible for developmental activities in 
the block. It should be co-extensive with a development block 
and be constituted by indirect elections from village panchayats. 
There should be a three-tier organisation consisting of village 
panchayat at the base, Pandbayat Samiti at tbe Block level and 
Zila Parishad at the district level. The dram Sowak, who is the 
key figure of the present eommunity development system, should 
become the ‘development secretary’ of the Village Panchayat or 
Panchayat- Ramili within his circle. 

(ii) Emphasis should shift without delay from Aullage ame¬ 
nities to agricultural production. Tlierefore, the priorities as bet¬ 
ween different activities should be supply of drinking water, im¬ 
provement of agriculture and animal huisbandry, co-operative 
activities, rural industries and health, followed by all others 
During, agricultural seasons the Gram Rewak should he relieved 
of all other duties so that be devotes his undivided attention to 
agricultural programme. If he knows his job thoroughly he 
should be able to function as an effective liaison officer between 
agriculturists and agencies for tbe distribution of fertilizers, 
pesticides and other essential means of stimulating agricultural 
production. 

(iii) Those items should he ehosen for the programme whieh 
are now known to appeal to groups of village peopb* instead of 
offering benefits to individuals onlv This will soon ereate group 
confidence in the villages rather than the present pre-oeeupation 
with only individual .selfish interests. 

(iv) Efforts should be made to promote service co-operatives 
as an aspect of C.D for collective pureba.se and sale and jouit 
use of equipment such as pumps and, in due course, tractors. For 
the success of such co-operatives, emphasis should be placed on 
the education of members, initiative and energy in the adminis¬ 
trative personnel and advanet'd commercial training for tbe mana¬ 
gerial staff. 

(v) In regard to village industries, we shall suggest that ex¬ 
cessive importance should not he attached to hand industries in 
case where machines are freely available. Facilities should be 
provided in C.D. areas for the training of artisans in metal-work¬ 
ing. brick-making, tanning and other industries whieh would pre¬ 
pare the way for modern industry. Further, village industries 
should be linked up with urban markets to ensure the prosperity 
of villages. 

(vi) Efforts should be made to convince tbe farmers of the 
need for undertaking soil conservation measures. Our suggj?s- 
tion in this regard is that public works programme centred on soil 
improvement be planned. 

(vii) The number of village level workers .should be inereal- 
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ed so that each village level worker, who is the key figure iu the 
C.D. system, should serve a limited farming population in a better 
and more elfieient way. Agricultural Extension Staff should also 
be strengthened by the addition of crop and irrigation experts. 

(viil) Efforts should be made to make use of unskilled labour 
which is abundant in villages and which can contribute to the 
economic development of the country through the intensification 
of agriculture, soil conservation, minor irrigation, afforestations, 
etc. In all those labour-intensive activities, community develop¬ 
ment workers must play a key role as stimulators, advisers and 
organisers of people in local communities. 

(ix) Pauehayats, which are so important in laying the foun¬ 
dations of village government, should be able to reply to an in¬ 
creasing extent on their own activities for the welfare of the com¬ 
munity. In order to do this adequately, they should be able to 
count on more revenue from the money raised locally. This should 
partly be done by allotting to panchayats a larger proportion of 
the collection of land or other rural taxes. Panchayats should be 
charged with making dcYelopinent plans at the village level. For 
this they will ne(‘d eaj'eful and persistent training in these im¬ 
portant asi)ects of their responsibility. 

(x) The pace of the coverage of the country by C.D. schemes 
should not be unduly fast. The (Joverjunent has recently changed 
the target dat(‘ for complete coverage of the country with the pro- 

' gramme from March 1961 to October 1963. But we feel that even 
the revised rate of expansion is rather fast. Due to the rapid 
rate of expansion, many posts in the existing blocks remain vacant 
and the blocks tliemselve,s are made larger than the standard 
])reseribed. It is, therefore, suggested that the Government 
should coneeutrate on consolidating the existing blocks and pro¬ 
ceed further at a slow but steady rate of expansion. 

In cautioning against fast rate of expansion, the Community 
Development Evaluation Mission (1960) observed that “a role 
of expansion that is unrealistic ami too fast can only multiply 
existing difficulties and create illusory coverage achievements”. 

(xi; Tht're shoiikl b(‘ better co-ordination between the vari¬ 
ous organisations and agencies carrying on development work 

in, the project areas. Greater attention should also be given to the 
selection and training (d‘ eoramunity projects personnel. 

(xii) Finally a clear line of communication should be estab¬ 
lished from the top to the bottom and vice versa for conveying 
.the programme to, and ascertaining the relations of, the people. 

, For several reasons, the existing lines of communication seem to 
bo blocked. The patience and capacity for listening to villagers 
which are ex(5ellently demonstrated by some of the top level offi¬ 
cials are generally found wanting in officials in the lower ranks. 
Very few C.D. officials are in toue.)’ with villagera’ expectations. 
Therefore, in the interest of the revitalization of the C.D, pro¬ 
gramme, it is necessary to open up these lines of communication 
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for facilitating the free flow of ideas from the very top down 
through all the ranks of officials and from the village levd up to 
the top. 

The Programme Evaluation Organisation of the Planning 
Commission, in its fourth report on the working of Community 
Projects and National Extension Service Blocks, said, ‘‘the objec¬ 
tive of inducing public participation and positive support has 
been comparatively successful in the case of constructional pro¬ 
grammes but not in the case of institutional programmes.” The 
P.E.O. also came to the conclusion that while there had been con¬ 
siderable increase in rural consciousness of economic and, to a 
smaller extent, of social needs, too much dependence on Govern¬ 
ment initiative and assistance was still being exhibited by the 
vast majority of rural population afl’eeted by the programme. 
There was also wide disparity in the distribution of the achieve¬ 
ments and, thciefore, of the benefits of the community project 
programmes. This is a matter of serious concern not only in 
terms of regional and social justice but also in terms of the poli¬ 
tical consequences that may ensue in the context of the increasing 
awakening among the people. 

In its seventh report released in June 19G0, the Programme 
Evaluation Organisation says that on the whole the general level 
of achievement of community development programme is still 
low and far from adequate, the majority of the villages do not 
regard it as their own programme and seem to rely mainly on 
the Government for eirectiug the development. The Development 
and Planning Division ol the Economic Department of the Re¬ 
serve Bank undertook a study of the impact of community deve¬ 
lopment on the rural population. In its report in February 1961, 
it said that the progress was on right lines but the pace was slow. 
There are some pockets of .successful achievement ‘and these 
pockets have to be extended. To change the attitude of the peo¬ 
ple is a long process. If the experiment of Panchayat Raj suc¬ 
ceeds, the movement will really pass into people’s hands. 

The Government is not unaware of the various shortcomings 
and it is continually examining the various suggestions put for¬ 
ward for removing them. It has already accepted the main re¬ 
commendations of tlie Balwantrai Mehta Committee and the Com¬ 
munity Development Evaluation Mission (1960), which we have 
noticed above as suggestions, and action is gradually being taken 
on them. 

We must not, however, forget that it may be easy to intro¬ 
duce measures of democratic ‘decentralization’, but that these will 
be succes-sful is different. When it comes to their actual practice, 
we cannot help entertaining doubts regarding the eapabflities of 
Panchayat Samitis and other elected bodies at local levels, because 
in the past such bodies have seldom been successful in discharg¬ 
ing even much lesser responsibilities, owing to personal riyallry, 
deep-rooted jealousy, local politics and party factions. 
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But the mgnificance of Community Development Projects is 
so great that all our energies must be spent towards making them 
successful. 


Agriculture in the Five-Year Plans 

India’s First Five-Year Plan gave top priority to agriculture. 
Of the proposed total outlay 31% was to be spent directly on agri¬ 
culture and irrigation. For the achievements of the targets of 
additional agricultural production, extension of irrigation facili¬ 
ties, increase in tbe cropped area by schemes of land reclamation 
and higher yields from lands, already under cultivation through 
improved techniques, were provided for. Greater importance was 
no doubt given to industry in the Second Five-Year Plan but the 
emphasis on agriculture continued. Although the funds allotted 
for agriculture and irrigation were only 20% as against 31 in the 
First Plan, yet the actual amount was much larger, i.e., Bs. 950 
croree, instead of Bs. 600 crores nearly. 

The reform of an antiquated land system which was hamper¬ 
ing agricultural production, setting up a nation-wide agricultural 
extension service as a part of comprehensive community deve¬ 
lopment programme, expansion of irrigation facilities and the 
establishment of a number of si)ecialised institutions for provid¬ 
ing credit to agriculture were the notable features of the First 
Plan. Tli(‘ Second Plan carried the basic policies initiated under 
the First Plan a step further. Basic facilities like irrigation, power 
and transport which are essential for agricultural development 
wore greatly expanded. The consumption of nitrogenous ferti¬ 
lisers increased from 55,000 tons in 1950-51 to 105,000 tons in 
1955-56 and to 230,000 tons in 1960-61. The net irrigated area 
went up from 51.5 million acres m 1950-51 to 56.2 million acres 
in 1955-56 and 70 million acres in 1960-61. The total outlay on 
agriculture, community develojmient and irrigation amounted to 
Rs. 1,551 crores during the decade of the first two Plans. 

As a result there was substantial increase in agricultural out¬ 
put as is clear from the following table: 


Production of Major Crops 


Crop 

Umt 

mo-61 

1955-66 

1960-62 

Foodgrauie (oeroala and puLes) 

milliou tons 

52.2 

65.8 

76.0 

OlLeods 

million tons 

5.1 

6.6 

7.1 

Sugaroane (gur) 

million tons 

6.6 

6.0 

8.0 

Cutton 

lakh bales 

29 

40 

61 

Jute 

lakh bales 

33 

42 

40 


The yield per acre also rose significantly. The average yield 
of rice per acre, for example, increased from 694 lbs. in the quin¬ 
quennium 194647 to 1950-51 to 727 lbs. during the Fkat Plan 
period and to 807 lbs. in the Second Plan period. About 4 million 
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acres were reclaimed by the end of the Second Plan. Mechanical 
cultivation was extended to 5 lakh acres and land improvement 
to 15 lakh acres. About 4,000 seed farms were established; about 
11.8 million acres were estimated to have been brought under 
green manuring and about 2.7 million acres were covered by soil 
conservation measures. 

Besides the formulation and implementation of programmes 
for agricultural development, the first two Plans also brought 
about a reorganisation of agrarian structure. Measures in this 
direction consisted of (a) abolition of intermediaries, (b) produc¬ 
tion and improvement of tenancy rights, (c) imposition of ceilings 
on laud holdings, (d) consolidation of land holdings, and (e) 
amelioration of conditions of agricultural labourers. Among the 
most significant developments in the agrarian economy during 
the past decade is the iutroduetion of the extension services 
through the counli\\ as an integral part of tlie community deve¬ 
lopment movement and democratic decentralisation of rural deve¬ 
lopment work. A number of useful experiments were initiated 
in co- 0 ]perative farming and a National Po-operati^e Farming 
Board was established to promote the ex])ansion of co-operative 
farming. 

Agriculture in the Third Plan. The programmes for agri¬ 
cultural, irrigation and eomuiuuity development ineluded in the 
Third Plan entail an outlay of Rs. 1,718 crores as against 950 
crores in the Second Plan. It is aim(‘d to nearly double agrieul- 
tural production over the next five years. Production of food- 
grains and other crops is expected to rise by 80% nearly. 

Measures to achieve this growth are as under:—(1) A large 
programme of irrigation comprising major, medium and minor 
irrigation schemes will extend irrigation to about 20 million acre.s 
raising the net irrigated area to about 90 million acres. (2) Soil 
conservation, dry farming and land reclamation. Dry farming 
techniques are to be introduced on 22 million acres. (3) The con¬ 
sumption of fertilisers is to be stepped up—a five-fold increase 
in nitrogenous fertili.s('rs and six-fold increase in phosphatie 
fertilisers. Th(* area under green manures is to be in¬ 
creased from 11.8 million acres to 41 million acres. (4) Plant 
protection measures are to be undertaken over an additional area 
of 50 million acres. (5) Special efforts will be made to introduce 
modern technology in rural areas through large-scale programme 
of improved agricultural implemeiila and machines and adoption 
of scientific agricultural practices. (6) Seed multiplication and 
distribution. (7) Community development programme will be 
extended to the entire rural area by October 1963. This will bring 
technical assistance and supplies within the reach of the farmer 
in the country. (8) Membership in seiwice co-operatives is ex¬ 
pected to increase to about 37 million, i.e., about two-thirds of 
agricultural families. There will be considerable expansion of 
co-operative credit. The number of co-operative marketing socie¬ 
ties will be increased, co-operative farming will be popularised. 
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There is a programme of setting up 22,000 primary consumer’s 
stores and 50 wholesale stores. (9) Selected districts having 
particularly maximum irrigation facilities and assured rainfall and 
minimum natural hazards will be put under intensive agricultural 
development progranmn* for 8tei)i)iug up agricultural production. 
These areas will get concentration of technical help, fertilisers, 
improved credit and other supplies. 

As a result of such measures, production of major crops will 
go up as shown below:— 


Crop 

Unit 

mo-61 

1966-66 

% tnert 

Foudgraine 

million tons 

76.0 

100.0 

32 

Oilseeds 

miUion tons 

7.1 

U S 

3S 

Sugarcane (gur) 

mdliou tons 

S.O 

10.0 

25 

Cotton 

lakh bales 

51 

70 

37 

Jute 

lakh bales 

40 

Oi 

5.j 


A substantial part of the increase is expected from impi‘o\c- 
meut in the yield per aere. For example in case of rice it is ex¬ 
pected to go up from 807 lbs. per acre to 1,030 lbs. ])er acre. As a 
consequence of tlie improvement it is hoped tliat tlie country will 
achieve sclf-suflicioncy in foodgrains and the availability will go 
up from 10 oz. per day per capita to 17.5 oz. per day. Large pro¬ 
grammes for tlie improvement of animal husbandry, dairying, 
fisheries and forestry have been included in the Third Plan. At¬ 
tention will also be paid to the production of foods like fruits and 
vegetables so that the iieople get a balanced diet. More than any 
other factor, the success of the Third Plan will turn on the ful¬ 
filment of its agricultural targets. Thus agriculture still conti¬ 
nues to dominate the thoughts of our planners. 

It semns that the various measure's adopted all these years 
have borne some fruit. These measures include use of fertilizers, 
spread of irrigation facilities, provision of cheap credit, etc. In 
the field of agricultural development, the role of the State is not 
only important but crucial. Unless the States adopt bold and 
effective measures, the problem of increasing agricultural pro¬ 
duction will not be solved and unless this problem is solved, it 
will have iuevdtable repercussions on the rest of planning and 
development. 

The mid-tenn appraisal of the Third Plan shows that agri¬ 
culture has got stuck up and is not making any headway. That the 
Indian economy is in a state of stagnation is all due to the .slug¬ 
gishness of Indian agriculture. Naturally the Planning Com¬ 
mission are worrying about it. 

Deficieueies'iu the implementation of soil conservation and 
land improvement programmes have caused a major setback to 
Indian agricultural development. 
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The GoYernment of India has tah:en a series of measures during 
1964-65 to accelerate a^icultural programme. As recommended 
by the Planning Commission, the State Governments have made 
substantially higher provision for agricultural programmes, 
Rs. 147 crores as against R«». 126 crores in 1963-64 and Rs. 87 
crores in 1962-63. The target for short and medium-term credit 
for 1964-65 has been fixed at Rs. 375 crores against anticipated 
advances of Rs. 317 crores in 1963-64 and the actuals of Rs. 265 
crores in 1962-63, the Third Plan target being Rs. 530 crores. The 
central teams are visiting States to ensure implementation of the 
programme. 

In November 1963, the National Development Council set up 
two bodies: the Agricultural Production Board and the Land 
Reforms Committee to accelerate agricultural development. 
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Land Revenue 


Laud reveuue as a source oi' State income has come down to 
us from time immemoj’ial. The laud revenue systems i)revai]uij. 
ill India may be classified from two points of view: 

(a) Whether the land reveuue is fixed once for all, or whe¬ 
ther it is revised periodically. The former is known as the “Penna- 
neut Settlement”, and the latter Ihe “Temporary Settlement’, In 
the case of temporary settlement the period of revision varies from 
20 to 40 years. 

(b) The second basis of classification is the responsibility for 
paying the land revenue. On this basis we have three land reve¬ 
nue system?!: (.i) Zamiudari systi-m, (ii) Mahalwari system, and 
(iii) Ryotwari system. 

We shall now take up these systems one by one. 

LAND REVENUE SYSTEMS 
permanent Settlement ] 

A “settlement” may be defined as ofiicial assessment of land 
revenue duo to the Government. It is jireceded by a more or less 
full survey, classification and valuation of the land, an inquiry 
into the rights of all persons concerned. It is both a fiscal and 
a judicial operation. A settlement, as we have noted above, may 
be Permanent or I’emporary. 

The Permanent Settlement was introduced in Bengal in 1793 
and later extended to Bauaras in 1795 and also northern parts of 
Madras Presidency. The revenue duo from the Zamindars was 
fixed in cash in perpetuity. The rate fixed was 10/llths of the 
rents realized by the Zamindars at the time, 1/llth being left to 
the latter as their share. As the value of land gradually rose 
due to increased security and higher prices of produce, rents 
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were increased and hence the incomes of Zamindars rose con¬ 
siderably. In 1900, it was officially estimated that the land reve¬ 
nue paid to Government from permanently settled areas amount¬ 
ed to less than Rs. 4 crores, whilst rentals in the same areas 
amounted to no less than 16^ erores.^ The Bengal Land Revenue 
Commission (1938-40) recommended its abolition. Let us exa¬ 
mine the pros and cons of the system. 

The Permanent Settlement is supported on the following 
grounds:— 

(a.) h>om the financial point of’view, it ensured a fixed and 
stable revenue for the State. 

(b) It vva.s considered to help political stability in India by 
creating a loyal class of Zamindars. (But area under temporary 
se^'tlement also enjoyed political stability.) 

(c) Ft was said to ha%e created leaders in the political and 
social ficdds who spread “(‘ducation”, sound ideas, and sanitation. 
(This advanlage secons doubtful, especially the political leader¬ 
ship of a loyalist class.) 

(d) It is further said that the system created a prosperous 
peasantry with resourcefulness and ('iiterprise . (But famines have 
been as comnum in Bengal as elsewhere. Only the Zamindars have 
prosi)ered at the exp<*nst‘ of the cultivators and the public trea¬ 
sury.) 

Permaiu'nt Settlement can be beneficial to the people only if 
all intermediaries between the State and the tiller of the soil 
are abolished. In that ease, the adAantages of future increment 
of the rental should be cnpiyed by tJie actual man behind the 
plough. 

The majority of Bengal Land Revenue (Floud) Commission 
favoured the abolition of Permanent Settlement on the following 
grounds:— 

(a) It deprived the Coverumeiit of a share of increase in the 
value of land whieli resulted on account of the increase in popu¬ 
lation and extension of cultivation, 

(b) It involved the Government in loss of revenue from mino- 
ralb and fisheries. 

(c) It deprived the Government of intimate knowledge of 
rural conditions as afforded by the Ryotwari system. 

(d) Tl imposed an iron framework which has stifled initiative 
, and enterprise of all classes. 

(e) It encouraged excessive amount of sub-infeudation, creat¬ 
ing a number of intermediate interests between the Zamindar and * 
the actual cultivators. 

* / 

In short, Permanent Settlement resulted in the evils of al>sen- 


1. Oovoruiucut Besolution on Land Bevonne Policy, 1902, p. 82. 
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tee-landlordism, rack-renting, and economic serfdom of the actual 
cultivator. 

The Commission favoured the replacement of this system by 
a Ryotwari system and added that it was no longer suited^ to the 
condition of the present time. The policy should be to bring the 
actual cultivators into the position of tenants holding directly 
under the Government.* 

Temporary Settlements 

Temporary 'settlements are not of a uniform character. Here 
differences arise due to (1) differences in j)ersons from whom the 
charge is collected, (2) differences in the period of settlement, 
(3) differences in the methods of ealeulating the charge, i.e., fa^ 
in arriving at the “net assets”, and (b) the proportion of such 
assets taken by the Government. 

As regards the agency by which the charge is paid, as we 
have already seen, the determining factor is the system of land 
tenure, of which we have three types: (i) Zamindari SettlOments, 
Gi) Mahalwari Settlements, and (iii) Ryotwari Settlements. 

We shall now study the assessment under the three systems 
of settlement: the Zamindari, the Mahalwari, and the Ryotwari. 

Zamindari Settlement 

Permanent settlement of Bengal is also Zamindari system, 
and we have considered it already Here we shalj take the settle¬ 
ment with Zamindars in Bengal who are under temporary settle¬ 
ment and also the settlement with the Talukdars of Oudh. 

The usual settlement operations are gone through, i.e., hold¬ 
ings are dethareated, land is surveyed, rights of the various parties 
in the holdings are recorded, and the amount of land revenue pay¬ 
able to the State assessed. The Settlement Officer ascertains the 
rental values of lands. As tlie landholders in Bengal are usually 
middlemen, the State takes away as high a percentage as 70% 
as its share of the rented value. The position of the Oudh 
Talukdars is also weak, and the .settlement is virtually with the 
village communities under 1hem who are asked to pay a little 
more, so that a Talukdari allowance, say 10%, may be paid to the 
Talukdar from the Government treasury. Now intermediary 
rights have been abolished. 

Mahalwari Settlement 

This type of settlement operates in Western TT.P. and the 
Punjab. T^e land is supposed to be owned by the village com¬ 
munities or the oo-sharing bodies. It is joint landlordism as dis¬ 
tinguished from individual landlordism prevalent in Oudh (TT.P.) 
and Bengal covered by the Zamindari Settlement. 

A survey of all lands is conducted, boundaries of holdings 
1. Bengal Land Revenne Ccunmiaaioii Report, Vol* I, p. 43. 
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are demarcated, and a complete record of rights is prepared of 
all the parties interested in a particular estate. This land is divid¬ 
ed into circles according to productivity. 

Net Assets. Rental assets, called Net Assets, of each estate 
are ascertained which consist of the cash rents received by the 
landlord and the money value of the benefits he derives from the 
ownership of land, e.g. grazing rights, fodder, fruit, vegetables, 
etc. If the land is given rent free or if the land is cultivated bj’ 
the proprietor himself, or if rent is paid in kind instead of cash, 
then an attempt is made to find out what the ca-sh rent would have 
been if j"he estate were given out on cash rent The landlord’s 
rentals are called ‘Net Assets’ Tn the words of the Punjab Land 
Revenue rommittee of Ifl.lS. “Net assets of a tract represent what 
r the land of the tract might ordinarily be expected to fetch in 
rent, less all co.sts incurred in earning that rent”. Tn other words, 
net as.sets and normal rents less costs are synonymous and. as 
defined, they may be called landlord’s net assets. 

The land revenue demand of the State is fixed as a fraction 
of the ‘net assets’. At first the Government charged as much as 
80% of the net assets; later, according to Saharanpur Rules 
fl855\ it wa,s reduced to 50%, and now it is much less, i.e., 25% 
in some States. 

Land revenue is fixed, in the first instance, for the entire 
village and is then distributed over the individual holdings. The 
village co-sharers are made jointly and severally responsible A 
co-.sharer of standing, called Lambardar in the Punjab, under¬ 
taken to collect the land rerenue and pays in the Government 
Treasury in his representative capacity He gets Panchotra (ic., 
5% of the total collection) as his remuneration. A section of the 
village community, or even an individual co-sharer bevond a 
certain limit, can insist on a separate assessment, or ‘perfect par¬ 
tition’ as it is called. Tn Agra, for instance, the co-sharers pay 
land revenue direct to the Government This is the usual pattern 
of settlement operations in Mahalwari areas, though there are 
alight provincial variations. The settlement itself is partly a 
judicial and partly a fiscal operation. 

Tn the ThP. actual cash rents paid at the time of settlement 
are taken as the basis, and eash rent is the rnie in the ITP. Tn 
the Puniab. however, rents are usually paid in kind nnder 
the batai system and hence probable cash rents have to he deter¬ 
mined. A fair rate is ascertained on the basis of rents of typical 
holdinjoa. The money value of the landlord’s rentals received in 
kind is ascertained on the basis of average prices, average yield 
per acre, etc. Tn theory, there is joint responsibility for the pav- 
ment but in actual practice each co-sbarer’s land revenue can be 
separately recovered. Aeeording to the Punjab Land Revenue 
Amendment Act, 1929, the Government charges 25% of the ‘net 
assets’ as land revenue. 

Siding S<»le A new principle of assessment waa 
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formulated in the Punjab at the time of the resettlement of 
Lyallpur district (now in Pakistan) in 1935, This is known as 
the Sliding Seale System. This was necessitated by the un¬ 
precedented fall in agricultural prices since 1930 The object of 
the new system was “to enable the Government to pitch its de¬ 
mand high enough to take into account the possibility of prices 
rising to the average level of the last 20 or 30 years, and mean¬ 
while to adjust this demand at each harvest to current prices.’” 
According to the old system, the standard rates did not change 
throughout the period of settlement; of course, remissions and 
relief could be given according to the character of crops. Accord¬ 
ing to the new system, the revenue, as finally announced for a 
particular square, represenls the maximum which the Government 
can take during the period of 40 years. But the Government will 
not take these maximum rates unless the general level of prices 
is at least as high as the commutation prices. Tf in any year the 
general price level goes up beyond the commutation prices, the 
revenue payors will be given the full advantage of the * 0 X 0088 . 
But if in any year the general level of prices is lower, a remission 
in the revenue rates will be given the following .year, proportion¬ 
ate to the difference. 

Thus while the Government was “bound not to exceed 
the maximum rates as fixed” they would “give to the revenue- 
payer the full benefit of the fall in prices, however great that may 
be.” 

The strongest eritie of Ihc sliding scale system was the late 
Professor Brij Narain. He raised two objections against it: (i) 
That the system takes no account of the costs of cultivation; 
(ii) that it,is based not on theoretical or paper net assets. 

“When prices fall heavily,” wrote Professor Brij Narain, 
“and costs less heavily it is possible that net assets may wholly 
vanish. But the sliding scale Hs.sumps that the Zaniindar always 
enjoys net assets, provided the fall in prices is not 100 per cent.”* 

The Punjab Land Revenue Committee recognized this defect 
of the system. The.v agreed that in a period of falling prices any 
remission given in proportion to the fall in an owner cultivator’s 
gross income would not be in proportion to the fall in his net 
income. “But when prices start rising again,” tbej'^ added, “the 
reverse process sets in and in time, it may be supposed, the two 
tendencies neutralise each other.”’ The reeent enormous rise in 
prices seems to have vindicated this view of the Oomtnittee. 

Ryotwari System . 

(a) ISadras. The assessment of land revenue is preceded 
by village surveys, recording of rights, classification of soil accord¬ 
ing to productive capacity, etc. The productive capacity is esti- 

1. Tbid., p. 80. 

2. India Before and Since the OrMCf Vol. II, p. 611, 

8. Baport, op, eit., p. 81, 
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mated with reference to the yield of an ordinary crop whose- 
money value is found out on the basis of the avarage price of the 
preceding 20 non-famine years. Prom the gross produce are 
deducted the necessary expenses in order to ascertain net produce. 
Allowance is also made for seasonal variations, unproductive 
areas, traders’ profits, distance from the market, etc. Land 
Revenue demand is fixed at 50% of the net produce. Actually, 
however, much less is charged, a .50% rule is applicable to the 
best land. Some adjustments are made on account of the posi¬ 
tion of the villages, which are arranged in groups, and the nature 
of irrigation facilities available. That is why it happens that 
different'rates come to be charged from similar soil. The land 
revenue is settled ev(*ry 30 years hut enhancement is not permi¬ 
ssible unless prices have risen or the Government has made im- 
•provements like railway construction, etc. The maximum en- 
h.ineement permissible is 18f%. 

(b) Bombay. Here again, as a step towards assessment, tlie 
whole' process of delimitation of boundaries, determination of sur¬ 
vey numbers and classification of soil is gone through. There is 
at first group classification of land based on a number of factors, 
e.g., configuration, climate, rainfall, standard of cultivation, 
labour supply and wages, variations in the cultivated area during 
the preceding 30 years, prices, crop yields, expenses of cultivation, 
rental values, etc. This is known as anue-wari classification, 
standard land being called Ifi-anna land. A standard rate of 
a.ssessmeTi1 is fix('d with respect to such land but the standard 
rate is not to exceed 25% of the preceding 5 years’ average 
rentals of the lands in question The assessment of each bolding 
depends on its class. Tf it is 12-anna land then the rate appli¬ 
cable to it will bo three-fourths of the standard rate. 

The Bombay land revenue system was formerly empirical, a 
lot of discretion being given to the settlement officer. But now 
rental value has been legally fixed as the basis of the maximum 
assessment. 

The Bombay Land Revenue Code (1939) imparts to the sys¬ 
tem of land revenue much-needed elasticity (‘inpowering the Gov¬ 
ernment to charge the land rev(‘nue demand in any year on the 
basis of a change in agricultural prices. .At the time of resettle- 
raeut, land revenue can be enhanced but up to a maximum of 
25% for the whole group and 50% in the ease of an individual 
village or survey number. Improvements made by cultivator 
himself cannot be regarded as a ground for enhancement. 

Basis of Assessment * 

Prom the rapid survey of land revenue system given above, 
it is clear that the basis of assessment is the rental, though it is 
called ‘net assets’ or ‘net produce’. In other words, the assessing 
authority takes into consideration what the landlord reeeiv*^^*- 
from a tenant or what he would have received if he gave out the 
land to somebody else for cultivation. No heed is paid to tiie 
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expenses of cultivation or the profits of cultivation. This is very 
unfair, Tn India, a country of growing population pressure, 
where avenues of employment are limited, and where an over¬ 
whelming majority of the people must fall back on land as a 
means of livelihood, the rents will naturally be high. They ate 
much higher than what tenants could afford to pay if they carried 
on agriculture as a httsiness proposition rather than as a mode 
of living. It is not, therefore, fair to take rental as the basis of 
land revenue. 

When agricultural jirices fall, they did in the early thir¬ 
ties, the cultivator undergoes a positive loss. His income does not 
cover even the wages of working members of his family. They 
have thus to slave for the benefit of the landlord. But in a 
slump, apart from remissions and suspensions and temporary., 
relief, the sliding scale system, introduced in the newly settled 
areas of the Pun.iab, should considerably lighten the land revenue 
burden on the small landholder. Tn Bombay, too, there is such 
a provision. 

Incidence of Land Bevenne 

Is the land revenue burden excessive? The defenders of the 
policy of Government have argued that the burden is far from 
heavy. Historically the charge is considerably less now than it 
was either under the Hindu or ihe Muslim rulers. Thus Manu 
took from 1/12th to l/16th of the gross produce, and in “times 
of war or other publie ealamitv” as mueh as |th.* The share 
was moro under Akhar. The Sikhs in the Punjab took even 
more. As a rule Ihe demand under the Sikhs varied from two- 
fifths to one-third of the gross produee. The British fixed the 
maximum demand at one-half of the net assets, though actually 
it came to less than 30 per cent of the rental. Measured in terms 
of gross produce, the average charge for the three years ending 
1936-37 was onh 6.7 per cent. “If we were to take the last 
three pre-depression years,” wrote the Punjab Revenue Com- 
piittee (19381, “the proportion would probably he less than 1 
per cent. Compare with this the 33 to 40 per cent taken by the 
Sikhs a hundred years ago.”* 

The average land revenue per cultivated acre in the Punjab 
e'arae to Rs. 1-9-2 for three years ending 1936-39, 

The following figures* give incidence of land revenue per 
cultivated acre and per head of population in 1939 in some im¬ 
portant provinces of India: 


1. Taxation Enquiry Committee Report (1M4-85), p. 89. 

2. Boport, p. 11. 

3. Taken from Wadia and Merckaut: (htr Sconomh ProbUm, p. 846. 
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INCIDENCE OF LAND EEVENDE IN 1989 



Province 

Per cultivated 

Perheado^ 




acre 


populaHon 



Ra. 

Aa. 

P. 

Ra. 

Aa. P. 

Btngals 

Permanent Settlement 

1 

4 

0 

0 

12 0 


Temporary Settlement 

3 

4 

0 

0 

11 9 

Oudh; 







Permanent Settlement 

1 

6 

0 

I 

15 0 


Temporory Settlement 

1 

16 

0 

1 

9 0 

Punjab 


1 

16 

0 



Bombay : 

Ryotwari 

1 

11 

0 

1 

16 0 

Mndraa 

o 

1 

2 

8 

0 

1 

15 0 


Zamindari 

1 

6 

0 

0 

14 0 


The incidence at present cannot be considered higher in 
view of the higher agricultural prices prevailing now. Thus the 
supporters of the present system argue that (1) the burden of 
land revenue per acre as well as per head of population is ex¬ 
tremely low and, as compared with what it used to be in the 
past, it is insignificant; (2) it is asserted that even if this burden 
were abolished it would go to a class of rent-receivers and would 
not benefit the actual cultivator; (8) it is suggested that the 
prosperity' of the cultivator increased under British rule while 
the tax burden was reduced; and finally (4) that the land revenue 
is not a tax but rent, and as such it does not enter into the cost 
of production and does not affect the prosperity of the cultivator. 

Whether the land revenue is a rent or tax is a controversial 
issue which we shall examine presently. As regards the other 
arguments given to support the thesis that land revenue is not 
a serious burden on the Indian peasantry', the following reply 
may be given;— 

(i) Under the Hindu and the Muslim rulers, the land revenue 
was fixed and collected in kind. Therefore its burden varied with 
the capacity of the assessee to pay. At present even though re¬ 
missions and suapensioufi are granted, the charge being fixed in 
cash, becomes very oppressive when prieos are low. The amount 
and methods of collection now are much more rigid than they 
used to be under the Indian rulers. 

(ii) The pressure on land considerably increased during the 
British period due to increase In population and decay of handi¬ 
crafts. Even after a high percentage of gross produce was taken 
away by Indian rulers, the total produce per family being large^ 
the residue was enough to maintain them in their customary com¬ 
forts, Now the land per family is very small and hence their total 
produce is hardly enough to maintain them for a year. Even a 
small portion of this produce, if taken away, may impose pain- 
ini burden on the family resources. 
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(iii) Even if we accept the proposition that the present bur¬ 
den is lighter than it used to be several hundred years ago, it does 
not jujstify the present burden if it is an unjust one.#We must 
not apply the 16th century standards of justice when we are living 
in the 20th century. 

(iv) To say that the benefit of abolition will go only to the 
rent-receivers will hardly stand examination. Many land revenue 
payers or peasant-proprietors will be directly and immediately 
benefited from any reduction or abolition of this charge. As 
regards the big absentee landlords, the burden was too light 
rather than too heavy. They should have paid higher amount 
not as land revenue but as tax oi\ agricultural incomes. 

(v) As regards the increase in the prosperity of cultivators, 
this is not a definitely established fact. Opinions differ as to whe¬ 
ther the average cultivator today enjoys a more wholesome food, 
clothing, and health than he used to in centuries gone by. 

(vi) The real reason why relief is denied to the peasant- 
cultivator is that, if uneconomic holdings arc exempted from land 
revenue, the effect on Government finances will be disastrous. 

Whatever be the nature of land revenue, it must be adjusted 
to the taxable capacity of those who pay it, and it must be levied 
in accordance with the well-known canons of taxation. The 
most important canon, viz., equity, will be satisfied if uneconomic 
holdings are exempted from land revenue and if the principle of 
progression is introdueed. Further, it must he made elastic by 
makiiur it adjustable to climatic conditions and price changes. 
According to the Taxation Enquiry Commission (1053-54), the 
incidence of land revenue is no longer burdensome. 

Tax or Rent ? 

Land Revenue. Whether the land revenue is a tax or a rent 
is an old controversy and has little practical hearing on matters 
of policy. Baden Powell has called it a profitless “war of 
words''. Even if we agree that the State in India is the uni¬ 
versal landlord, and hence the land revenue is a rent, this does 
not justify the imposition of this charge without reference to 
the welfare of the people. Even the landlord, if be is enlightened, 
may exempt uneconomic holdings from rent. When the land¬ 
lord is the fixate, the welfare of the subjects, and not any theoreti¬ 
cal right to the imposition, should he its primary consideration. 

If the small holder requires relief, he must get it whether the 
payment he is making as land revenue is theoretically regarded 
as .a tax or a rent. 

Whether land revenue is rent or tax will dtepeud on the 
answer to the question; “Who owns land?” It will he rent, if 
the State is the owner, and a tax, if people are the owners. There 
is little evidence to prove that the State in India is the landlord. 
The State in India cannot base its claim to ownership of land in 
history. Aceording to Wilson, “The proprietary right of the 
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sovereign derives no warrant from the ancient laws or institutions 
of the Hindus and is not recognised by modern Hindu lawyers 
as exclusive or incompatible with individual ownership. As for 
the Muslim law, we have got the authority of Col. Galloway: 
“The soil was the property of the cultivators as much as it coi^d 
be. Law gave no power, policy gave no motive to remove him, 
to disturb him so long as he paid his taxes.,. .The right of the 

Indian husbandman is the right of possession and transfer-In 

what respect, then, is his right of property inferior to that of the 
English landholder!” 

Even' in modem times, the State in India has not claimed 
the right to ownership of land. As Badeii PoAvell has pointed 
out with regard to Zamindari tract. Government has definitely 
stated that property right in the soil “has been declared vested 
in the landholders”. In Kyotwari dislriets. the Pltate has a 
“residuary right” with regard to vacated and waste land, but 
has no power to p.ieet a cultivator “except as a result of process 
in default of revenue payment”. “Hence,” he concludes, “the 
‘recognized ownership’ of Government does not exist at all in a 
large part of India, and in other parts onlv in a very qualified 
manner.”' State being not the landlord, land revenue cannot 
be called a rent. 

Land revenue contains features of a tax as well as of rent. 
Since it is a compulsory levy of the State periodically eolleeted, 
it resembles a tax. But since almost* all lands have to pav i1 
and it ha.s no element of progression, and in some Slates it is in 
addition to a tax on agricultural incomes, one might think it as 
rent. “Perhaps it would be nearest to say,” remarks Vera 
Anstey, “that it is a tax on rent, and that, as a large proportion 
of the actual cultivators in India is in a sense ‘landowners’, there 
is no doubt that the Government is receivino: as revenue an income 
that would otherwise go into their pockets.”* 

But whether it is a rent or a tax, it is a charge made by the 
State and hence it must be adjusted to the cultivator’s “faculty 
to pay” and must he made to conform to the well-known canons 
of taxation. 

Does the Indian Land Revenue Satisfy the Ganons of Taxation? 

Equity, Certainty, Economy, and Convenience, Elasticity, 
Productivity and Simplicity are the well-known canons of tax¬ 
ation! In the case of land revenue, the amount to be paid is 
certain buf the basis of assessment is npt elearlv understood. It 
thus lacks Simplicity and only partially satisfies the canon of 
Certainty. Convenience is satisfied because land revenue is col¬ 
lected in instalments and at the harvest tiipe. Tht* land r,evenue 
estaliishme#t has a big salary bill but it cannot be counted as cost’ 


1. Quoted by V. Anstey, op. oit., p. 375. 
8. Some laikds are revenue-fvee grants. 

8. T, Aliat^, op, off., p. S76« 
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of collection, as the revenue staff performs other administrative 
duties too. Hence ^Economy’ canon cannot also be regarded as 
infringed. The canon of Productivity is satisfied as the yield of 
Uiis tax is very large* and is the mainstay of the State Govern^ 
ments. It, however, lacks Elasticity, for either it is fixed in per¬ 
petuity, as in Bengal, or for 30-40 years as in other States. In 
Bombay and the Punjab, however, a measure of elasticity has 
been imparted to laud revenue by the sliding scale system. The 
most important canon, viz., Equity, is violated in the fact that 
oven uneconomic holdings have to pay land revenue and there 
is no progression. Tlie land revenue is, therefore, oppressive 
and iniquitous, on the whole. 

Is Land Revenue Rent in the Ricardian Sense? 

According to Ricardo, rent is surplus above costs. But in 
India most of tlie landholdings are uneconomic leaving no sur¬ 
plus. Land revenue in such eases impinges on the barest means 
of subsistence. Not to speak of a surplus, even the minimum 
costs are not recovered from income from land. If the farmers 
were to calculate the wages of those members of the family who 
work on the field and add them to costs of cultivation, agricul¬ 
ture, in noriJiul limes, will be in most cases a losing proposition. 

On the other extreme arc the big landlords on whom the land 
revenue sits very lightly. In tlicnr case it may be much less 
than tlie ecunomie rent. In between these two extremes land 
revenue may coincide with the Ricardian rent but that would be 
by accident and not by design. Actually there seems to be no 
necessary connection between our land revenue and the Ricardian 
rent. 

Reform of Land Revenue System 

The Indian land revenue system has evoked devastating cri¬ 
ticism both from experts and lay politicians. This charge large¬ 
ly rests on the maxim; “An old tax is no tax.” The main ob¬ 
jections to the presinit system of land revenue are: 

(a) The burden is oppres.sive on the majority. Further, the 
ineidenco of land revenue is not uniform and the inequalities do 
not bear any relation to the productive capacities of the land. 
For instance, in the West Bengal, the incidence on permanently 
settled areas is 9 annas, whereas in other areas, it is Rs. 2 nearly. 
Pne to the rise in agricultural prices, however, since the Second 
World War tin* burden of land revenue has ceased to be ex¬ 
cessive. Tile iiicidenee now quite light and several States 

have levied a surcharge.’ •, » 

% 

. (b) It violates the •canon of equity as thbre is no minimum 
• cacomption and* no pr^igression. Recently, however, many States 
•have introduced agricultural income-tax on hi^h iiieflnes btsides 
^th« land revenue. • 

(c) The basis of assessment is^ unjust and obscure. 



862 


INDIAN 200NOKIC8 


profits and not rentals, should be the basis. But no allowance is 
laside for the labour of the cultivator and his family. 

(d) The system lacks elasticity ^ the jand revenue is fixed 
either permanently or for a long period of §0-40 years. 

(e) There is rigidiiy in collection. 

(f) The fundamental defect is that the land revenue is 
assessed not on the actual tiller but on those who have turned 
absentee landlords. This has given rise to a vicious tenancy 
system. 

As for the reforming of the present system is concerned, us 
already sadd, whether the land revenue is a tax or a rent is a 
matter of no consequence. Various suggestions have been made 
to improve the present system. Usually two objects are kept in 
view in this connection: (i) Belief to the holders of very small 
holdings; and (ii) more equitable distribution of the burden of 
taxation as between the larger land revenue payers and payers 
of other forms of taxes. 

Th*e various suggestions for reform may be indicated as 
under:— 

(1) Abolition of the Permanent Settlement. This we have 
already considered and approved. 

(2) Some suggest the abolition of the land revenue as such 
and substitution in its place of an income-tax on iaeomes deriv¬ 
ed from agriculture. Financial considerations make it impossi¬ 
ble to carry out this reform, although income-tax on higher agri¬ 
cultural incomes is being levied in some States in addition to 
land revenue. 

(3) Others would like to apply the principles of income-tax 
to land revenue, i.e., exemption of small holdings and imposition 
of a gradual rate on large owners. This is not feasible because 
it will mean drastic reduction in State revenues. 

(4) Finally, some writers expose the defects of tho manner 
in which net assets are calculated, especially in the Punjab, and 
would like to make this estimate more scientific. Net profits 
should be so calculated that all the expenses of the cultivator 
including his own wages and those of his family are deducted 
from his gross income before land revenue is assessed. 

(5) Replacement of the Zamindari system by the ryotwari 
system has been suggested so that land revenue may be assessed 
directly on the tiller. It is good that the Zamindari system has 
been abolished or is being abolished in almost all States. 

One school of thought suggests the complete abolition of the 
Iwid revenue. The abolition of land revenue aims primarily at 
relieving the small holder of the burden of this payment. In this 
connection, several questions have to be carefully considered 
before any decision can be taken. They are:— 
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(i) It is desirable and justifiable on political, economic, a^d 
ethical grounds that the small holder should be entirely freed 
from making any direct contribution to the revenues of the State! 

(ii) If he is given this relief, how far will it improve his stan¬ 
dard of living or methods of production! 

(iii) What will be the extent of the financial loss to the Gov¬ 
ernment? Could this loss be made good by alternative sources? 
If not, what are to be the likely consoquenees of this curtailed 
Government expenditure on the welfare of the people—including 
the exempted small holders. 

Let us consider these questions. 

(i) The land revenue a&sessment and collection necessitate 
the keeping of records of land, its produce, property rights, etc., 
and these records are of great value to the administrator and the 
economist. But these are only incidental advantages. The sys¬ 
tem must be justified on more fundamental grounds. The Punjab 
Land Revenue Commiltec drew attention to the ethical and social 
aspect. The lau(lo>Mier, especially in the Punjab, enjoys special 
l)rivileges’ and protection given by the State. Hence he should 
make some contribution to the State treasury by virtue of his 
being a landholder. One witness^ assorted that the small holder 
would not like being exeinpt(‘d from the land revenue charge 
which enhances his .self-importance, dignity, and iazat. This ap¬ 
pears very doubtful. Small holders would jump at the idea of 
exemption. As regards the “pri^ ileges”, the protection of the 
State to a class liable to be exploited by the still more privileged 
classes cannot be i)ut i’ornard as a justification for imposing a 
tax on the former, if the\ have no capacity to bear this burden, 
and if other classes are not taxed to the same degree. Hence 
land revenue cliarged from the small holders cannot be justified 
on ecouomie, iiolitieal or (dhieal grounds. 

Regarding No. (ii) above, Mrs. Aastcy holds that “judging 
from past experience, it appears likely that u part of the increased 
income would b(‘ squandered on increased expenditure on cere¬ 
monies and tliat the rest of it would be swallowed up by au in¬ 
crease of population, rather than in smy improvement in the 
standaid of life or methods of cultivation.”** This, again, is a 

1. "The laud of tltOBe ngiiculiumts cauuot be t>old in execution, of a 
money decree or mortgaged to a non-agriculturist for more than 20 years. A 
tandowuer cannot bo evicted by a civil court without the intervention of the 
revenue authority, and ho is entitled to retain enough land for the maintenance 
of himself and his fninily. His plough, eattle, implements, and seeds cannot be 
attached. If he is sued and his interest charges exceed certain statutory limits, 
they can bo reduced. The burden of proving the consideration is on the money* 
{lender nor can a decree be jjassed against hjm for more than twice the prin-, 
cipal. When he dies his ancestral land is not liable for the payment of his 
debts unless charged upon it. Finally, under an Act of 1984 Conciliation 
Boards aro being act up all over the province to settle Wa debts." Beport, 
p. 74. 

2. Written memorandum by Sir (J. de Montmorency. Beport, p. 176. 

3. Austin, op. cit., p. 377. 
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very fliaosy argument. Does the Government, while considering 
taxea on other classes of population, probe into the way the money 
would be spent if the tax is reduced or abolished? Gertain social 
ceremonies are as important to the poor cultivator as are various 
kinds of recreations and social expenditure to the better-placed 
classes. Of course the poorer sections should be instructed as to 
the manner in which they can get tlie best advantage from their 
small incomes. This should be done by extending educational 
facilities—not by taking away a part of their meagre income in 
the form of a tax. 

(iii) Finally, wc come to the financial consideration. If 
land revenue is abolished and an income-tax is imposed on agri¬ 
cultural incomes with the usual exemption limit, the revenue of 
the Government will fall very seriously. Even from the bigger 
landlords the income-tax charge will bring much less than 
I'evenue charge. The latter is roughly 25 per cent of their net 
income from land. The average income-tax rate will be much 
less. Even giving exemptions to small holders without abolishing 
the charge on the larger landholders will mean a serious reduc¬ 
tion in revenue. The Punjab Committee estimated that if those 
who paid less than Ks. 500 were exempted, the total “land re¬ 
venue will he reduced from Rs. 4^ crores to Ks. 30 to 40 lakhs.”^ 
Even if incomes up to Rs. 250 were exempted, the Committee 
estimated the loss at Ks. 21 crores. In terms of land revenue, if 
only those who pay Rs. 10 a year or less are exempted, the loss 
to the government will be to the tune of Rs. 78.6 lakhs. Thus 
while Rs. 10 a year will make no significant change in the eco¬ 
nomic position of the small holder, it will create a serious gap in 
the finances of the government and will curtail useful activities 
of the government unless this gap can be filled up from some 
other sources. “In a poor country like India,” in the ^ords of the 
Punjab Committee, “the amount of revenue that can be raised 
from the better-to-do class is not very large, and the process com¬ 
monly known as ‘soaking the rich,’ which is fruitful enough in a 
wealthy country like England, has only a very limited scope in 
India. If any considerable sum has to be raised, it cannot be 
easily done without spreading the fiscal net over the whole* com¬ 
munity and levying a small sum on as many people as possible.”' 

We are inclined to agree with this view. Unfortunately, it 
is impracticable to relieve the small holder from the entire bur¬ 
den of land revenue. We, however, endorse the recommenda¬ 
tion of the Punjab Committee in which they recommended* 
relief to the owner-cultivator by, reducing his charge by 25 per 
cent after assessment at the usual rate. 

Taxation Enquiry Commission 1953-54 and Land Revenue 

The Taxation Enquiry CommiSsioigi was appointed by the 

1. Beport, p. A. 

2. Ibid., p. 73. 

3. Ibid., p. 34. 
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GoTer&uoezit of India in April 1953 under the chairmanship of 
]>r« John Matthai, to examine, inter alia, the system of land 
revenue in India. The Commission observe that recent develop¬ 
ments after Independence have set new tasks to the administra¬ 
tion of the State, while others have involved significant changes 
in the agrarian pattern of the country. Two of these develop¬ 
ments have been the political integration of the former princely 
States, and the important measures of tenure and tenancy re¬ 
forms und<*rtakeu by Slate Coveruments. In the princely States, 
the degree of polilicdl and administrative efficiency had varied 
greatly and there was diversity in their laud revenue systems 
and tenancy laws. This calls for measures to create some sort 
of uniformity in these matters. Again, the ab(*lition of the basic 
intermecliarie.s has brougJit into forefront the questions of settl¬ 
ing the rate of land revenue for the individual cultivators, and 
of fixing the agency to be employed by the State for the purpose 
of collecting laud revenue, for compiling village records and for 
discharging other administrative funetions. Still again, resettle¬ 
ments have fallen due during the last twenty years in the non- 
permanently settled areas. 

The Commission held that in view of the financial needs of 
the State Governments for impleineiitiug their development 
scheme, it is difficult to envisage any real substitute for la^d re¬ 
venue. The Stat(‘s realise about Rs. 70 crores from this source 
and no alternative method is Jikel.v to yield an equivalent amount. 
But the Commission feel that while there are bound to be differ¬ 
ences in the land revenue systems of different States, it will be 
both advisable and feasible to aim at a minimum d( gree of uni¬ 
formity in more basic matter.s UUe nature of tenure, manner of 
initial fixation of assessment, method of revision of assessment, 
etc. The Dommission ha^e, therefore, made the following recom¬ 
mendations with regard t<» the future pattern of laud revenue; 

1. Initial settlement including survey and classification is 
indispeiubable and should be undertaken in all areas where one 
or more of tliese operations remain to be conducted. No parti¬ 
cular basis for determining land revenue at the initial settle¬ 
ment is recommended. The basis in operation in the adjoining 
State or area could be adopted. 

2. The basic pattern of setlleinent and revision while largely 
similar to the existing lyotwari pattern should make a depar¬ 
ture from it in significant respects. Revisions of settlement 
should be within strictly defined limits and should be based no’t 
on small units and local prices but on the State as a whole or ' 
within the Stale on homogeneous regions. 

3.. Within the limit wet* for revision, the standardized assess¬ 
ment should continue indefilitely. The State Government should 
not levy surcharges ovc?" and above it, and all surcharges of the 
standardized assessment should he hy local ladies and for local 
service.* 
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4. The present levels of assessment should be first standard¬ 
ized over the State as a whole and the standardized assessment 
then revised State-wise, at reasonable intervals. 

5. Once assessment levels have been standardized, land 
revenue should be revised once in 10 years with reference to 
changes in the price-levels; a change in price by 25% in either 
direction should not call for any adjustment in land revenue 
demand. If prices rise by more than 25%, land revenue should 
be increased by a mmimum of half anna in a rupee to a maximum 
of two annas in the rupee. If prices decline, the reduction should 
be effected by a minimum of one anna in a rupee to a maximum 
of four aimas in the rupee. 

6. From land revenue, an amount of not less than 15% 
should he earmarked for local bodies, the allocation to be made 
out of the revenue collected from the area of a particular body. 

7. It may be possible to collect land revenue in kind from 
the co-operative societies. The present administrative machinery 
for the aolleetion of land revenue has been evolved through years 
of experience and on the whole has been efficient. There is no 
objection to collection of land revenue being entrusted to the 
village panchayats on a commission basis. This might be done 
wherever feasible. Hereditary village officers should be replaced 
by stipendiary village officers. 
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Cottage and Small-Scale 
Industries 


A cottage industry is one which is carried on wholly or pri¬ 
marily with the help of the lueinbers of the family either as a 
whole-time or part-time occupation. On the other hand, a small- 
soiale industry is operated mainly with hired labour, usually 10 
to 25 hands and usually employs mechanised equipment. Recent¬ 
ly the ymall-Scale Industries Board has adopted a working de¬ 
finition according to which small-scale industries comprise all 
units or establishments which have a capital investment of less 
than Rs. 5 lakhs irrespective of the number of persons employed. 
In the preceding chapters, we ha\e studied Indian agriculture and 
various economic problems facing it. We shall now take up the 
study of Indian industry and its problems. India’s industrial 
past has a specially heartening message for us in the present. 
India had attained a very high position in the world of commerce 
and industry when the rest of the world was still in a semi-civili¬ 
zed state. “At a time when the west of Europe, the birth-place 
of modern industrial system, was inhabited by uncivilized tribes, 
India vras famous for the wealth of her rulers and for the high 
artistic skill of her craftsmen.”* Edward Thornton also remarks 
in a similar vein: “Ere yet the pyramids looked down upon the 
Valley of the Nile, when Greece and Italy, those cradles of Euro¬ 
pean civilization, nursed only the tenants of wilderness, India 
was the seat of wealth and grandeur.”* “Egyptian mummies dat¬ 
ing from 2000 B.O. have been wrapped in Indian mufilin of the 
finest quality.”' Most of these ancient Indian products were 
turned out by cottage and small industries. Even today India 
remains mainly a country of small-scale production. 

1. Beport of the Indian Industrial Conunisedon, 1918, p. 1. 

2. Thornton, Edward—itfiatorjf of Bmpire in India, 1841, Vol, I, 

p. 3. 

3. Banade—on Zadioa Boonomies, p. 171. 
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Bole of Small-scale IndustrieB 

It is wrong to think that large-scale industry can kill small- 
scale industry altogether. As Prince Kropotkin remarks: “Only 
a superficial and bookish acquintance wiili industry could permit 
the economists to assert that law (necessary disappearance of the 
small industry) for half a century without attempting to prove 
it. The petty trades are not killed and cannot be killed; like 
Proteus they ever change their aspect.”^ 

Even in countries which are the classic lands of big business, 
small-scale industry occupies a definite and imi>ortant place. In 
France, more than 99 per cent of the industrial establishments 
employ h'ss than 100 workers each. In Germany, 12.6 per cent 
of the total population derive their livelihood from handicraft 
work. In the highly industrialized city of Birmingham, at least 
50 per cent of the industrial establishments are small-scale em¬ 
ploying less than 50 workers."' In Japan, 53 per cent of the in¬ 
dustrial population still gains its livelihood in small undertak¬ 
ings employing less than five workmen.’ Ju Belgium, Holland 
and Switzerland, several types of goods are manufactured on the 
small scale. In the U.S.A., “it has been estimated that small 
business makes up 92.5% of the U.S. business establishments, 
employs 45% of the country’s workers and handles 34% of the 
volume of business.”* In almost every country, the small-scale 
industry is alive and kicking and plays a very important role. 

The case for the development of small-scale industries is 
particularly strong in underdeveloped countries like India. These 
small-scale industries satisfy many of tlio investment criteria 
that one often prescribed for the planned development of the 
country. 

Firstly, small-scale industries are labour intensive, i.e., labour 
investment ratio in their case is quite higli. A given amount of 
capital invested in small-scale industrial undertakings is likely 
to pro'vide more employment, at least in the short run, than the 
same amount of capital invested in large-scale undertakings. This 
is a, very important matter for our country where millions of 
people are either unemployed or under-employed. It is estimated 
that there are about two crore persons engaged in cottage in¬ 
dustries. The handloom industry alone employs 50 lakh people 
or nearly as many as are employed in all organised industries 
including mines and plantations. Judging from the record of 
• large-scale industries during no less than the last 60 years, such 
industries have been able to provide • employment to about 4’ 
million workers only. Thus, it would qply be an idle dream to ex-* 
-r - 

• 1. Quoted by Suhasrabuddhe in a paper read in the Industrial Confer- 
•onca in 1912. • 

2. Badha Kamal Mukerjee— Economic Problems of Modem India, 1941, 
t>p. 22-25. 

3. Hubbar— Eastern Industrialtsation and it» Effects on the West I9S3> 

p. 114. ' ^ 

4. Indian Fiaetl Commission (1949-60), Beport,^p. 101. 
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pect that large-scale industries will be able to solve our stupendotis 
unemployment problem in the near future. So if a solution of 
the problem is earnestly desired, the small-scale industries be 
given a pwamount role in the planii(‘d development of the coun¬ 
try, Further, the encouragement of small-scale industry would 
serve to counteract the seasonal unemployment in agiiculture 
and thus to utilise labour which might otherwise go to waste. 

Secondly, small-scale industries are capital-light, i.e,, they 
need relatively smaller amount of capital than that required by 
large-scale industries, since the capital output ratio is much 
smaller in the case of the former. Thus, one of the great ad¬ 
vantages of small-scale industries is that tliey make possible 
economies in the use of capital. As capital is very scarce in an 
under-developed comilry like India, it may be used to greater 
advantage in the early stages of d<'velopment, if it is used to ex¬ 
pand transport and other public utilities, irrigation and other agri¬ 
cultural requirements and those forms of large-scale industry 
where the advantages are outstandingly great—^notably iron and 
steel, chemicals, heavy engineering. On the other hand, capital 
should not be used to any great extent in those branches of manu¬ 
facturing such as weaving that can be carried out fairly well by 
small-scale industries which are likely to be of low capital 
intensity. 

Thirdly, bc.sido.s making possible economies in the use of the 
existing stock of capital, small-scale industries may call into being 
capital that would not otherwise have come into existence. 
The spreading of industries over the country-side would encour¬ 
age the habits of thrift and iiive.stment in the rural areas. More¬ 
over, the enterprising small raanufactur('r has to scrape together 
capital where he can find it. lie often manages to get it from re¬ 
latives and friends. This capital ]n’obably would never have come 
into existence as productive capital, had it not been for the small 
enterpriser. The equivalent would not have been inve.sted in gov¬ 
ernment bonds, would not probably have been put iu banks or 
Would not have been lent for large industries, etc. 

Fourthly, the peculiar attraction of small-scale industries lies 
in their being skill-light. A large-scale industry calls for a great 
deal of management and supervising skill—foremen, engineers, 
accountants, and so on. Like capital, these skills are also very 
short in supply in our country, and it is important to economise 
as much as possible in their use. Rmall-seale industry provides a 
way of doing this and at *he same time provides industrial ex¬ 
perience and serves as a training ground for large number of 
small-scale managers, ^at least some of whom may develop tfip 
capacity for managing large-scale undertakings. Moreover, it is 
not only managerial and supervisory skills that are in short supply* 
in ihe country but many types of skilled labour as well. In India, 
with a long tradition of highly artistic products of cottage indus¬ 
try, there exists a considerable ‘fund* of local and traditional 
s]^ Smell industry may be better able than large indusixy to 
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take advantage of these existing traditional skills with minor 
adaptation. 

Fifthly, small-scale industries are import-light, i e, they use a 
relatively low proportion of imported equipment and materials as 
compared with the total amount of capital used in them. Large- 
scale industries, on the other hand, require huge imports in the 
form of equipment and materials, upsetting the country’s balance 
of payments thereby. A low import intensity in the capital 
structure of the small-scale industries reduces the seed for for¬ 
eign capital or foreign exchange earnings, thus obviates balance 
of payments difficulties later and currently retains within the 
country a largo part of whatever induced effects may materialise. 

Sixthly, small-scale industries are of the “quick-investment 
1vpe,” i e., those in which the time-lag between tlie execution of 
tiie investment project and the start of flow of consumable goods 
is relatively short. Tn a developing economy with a high infla¬ 
tionary potential and need for a rapid rise in the living stand¬ 
ards. the importanee of such quick-investment type industries can 
hardly be exaggerated. The anti-inflationary requirement and 
the requirement of development are often in conflict, but a com¬ 
promise can be found in the small-scale industries which have a 
fmition-ooef&cient (i.e., a high ratio between planned output and 
investment) and also a short fruition-lag. 

Seventhly, the developmeni of small-scale industries will bring 
about dispersion or decentralisation of industries and will thus 
promote the objeet of regional development. A major draw¬ 
back in the industrial structure of the country in that regional 
distribution of industries is excoediiiglv uneven On the one hand, 
there is, a disproportionate growth of large-scale industries in a 
few areas, and on the other, a virtual absence of such industries 
in the greater part of the country. The development of small- 
scale industries will tend to correct this uneven distribution of 
industries in the country. 

Eighthly, small-scale and cottage industries have the addi¬ 
tional advantage that, with decentralised industries, they secure 
a more even distribution of income and wealth. The develop¬ 
ment of large-scale industries tends to concentrate large incomes 
and wealth in a few hands, which is undesirable from the social 
point of view, in that they involve exploitation of man by man 
and also create vested interests which put obstacles iu the way 
of the economy marching towards its goal of socialistic pattern 
of society. 

Lastly, by carrying the job to the worker, small-scale indus¬ 
tries can overcome the difficulties of territorial immobility. 
Moreover, unlike large industries, small-scale industries do not 
create problems of slum housing, health and sanitation, etc,, «nd 
th^^ attendant disease, misery and squalor. 

Several cottage and small-scale industries are such which can 
be developed as subsidiary or complementary. In such cases, 
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the small*scale industries may take Tip the production of goods 
in the semi-finished stage and the large-scale industries may 
assemble them or make thorn into finished goods. Or, the cot¬ 
tage and small-scale industries may manufacture amall^ parts, 
such as cycle parts. The third possibility is that the semi-feiish- 
ed goods may be produced on a large scale but several types of 
finished goods may be made in .small-scale establishments, such 
as agricultural implement and cutlery from iron and steel, gar¬ 
ment-making from mill cloth, house hold utensils from sheet 
metals, etc. Yet another possibility is in respect of small engi¬ 
neering workshops for repairs, servicing, etc., which are subsi¬ 
diary to large-scale industries A proper policy of co-ordination 
between large-scale and small-scale industries will be necessary 
for their success. Reservation of sphere, leTy of eess on the 
large units, adequate research, technical facilities, laying down 
of standards of quality, assured supply of raw materials, etc, 
arc other measures for such development of small-scale indus¬ 
tries. 

Causes of Survivid 

When large-scale industry has not been able to squeeze the 
small industry out of existence in the countries in advanced 
stages of industrialization, it is not difficult to understand the 
persistence of the cottage industries in India The causes that 
account for the .survival of the cottage industries can be briefly 
stated thus; 

(1) Inertia and stay-at-home habits of the cottage worker 
have kept him moving in the old groove. This, coupled with the 
lack of alternative openings, ha> made the worker either unwil¬ 
ling or unable to leave bis hereditary occupation. 

(2) Prevalence of the caste system is responsible for the per¬ 
petuation of the caste occupations even though they }>ave ceased 
to be paying. 

(3) Working in one's own home assisted by the loving hands 
of the members of one's own family and working at one’s own 
will have got their own attractions. The atmosphere is very 
congenial. 

(4) Agriculture, which is the occupation of about 66 per 
cent of our people, affords at best only seasonal employment and 
there is enforced idleness for three or four months in the year 
among agriculturists. There are several supplementary indus¬ 
tries which can be dovetailed with agriculture. They have, 
therefore, been continued as “second string to the bow.” 

(5) There is still in India a large number of people who 
appreciate and are prepared to pay for a work of art. Their 
patronage has arrested the deciinr of many an old Indian craft. 

(6) There are certain articles the demand for which is local, 
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fitful, or too limited, and they, therefore, do not lend to machine 
production. They have to be produced by cottage industry. 

(7) The ability of the cottage worker to introduce an ele¬ 
ment of variety to suit the tastes of different shades of customers 
has stood him in good stead and saved him from extinction. 

(8) The isolation of the village has not yet been completely 
broken and many village crafts still thrive in places inaccessible 
to the machine-made goods, 

(0) Some artisans have adapted themselves to the new condi¬ 
tions and have saved their craft by taking advantage of new 
materials or now tools. The weaver has, for instance, taken to 
the mill-made yarn and the flying shuttle. 

(10) The Indian tastes in recent time seemed to have veered 
round to some extent, and hand-made goods are again in favour. 
Indian sentiment now favours and strengthens the “buy-Irdia” 
campaign. 

(11) The Central and State Governments, too, in recent 
years have given liberal grants for fostering the cottage indus¬ 
tries. The Indian National Congress has made the development 
of cottage industries its special concern. 

(12) Modem trends of technological progress are redressing 
the balance in favour of certain types of cottage and small-scale 
industries. lienee in modern times the relative position of cot¬ 
tage industries is being strengthened by technical developments. 

In recent times, small-scale industry has been helped special¬ 
ly by some new favourable faetoi-s, e.g., the development of 
eleetrie power which can be supplied in .small units, growing 
taste of the richer classes for artistic and luxury goods, the 
growth of the co-operative movement and wide diffusion of 
technical knowledge. We thus find successful ST)iall industries 
existing side by side with the large-scale industry. They can be 
complementary rather than competitive, 

Haadicapfl and Bemedks 

A study of the Indian cottage industries reveals that they 
are not in a happv position. Some of llu'm are dead, others lan¬ 
guishing and still others struggling to keep themselves above 
water. 

The following are some of the difficulties experienced by the 
Indian cottage industries: 

(a) Lack of financial facilities and the poverty and indebted¬ 
ness of the craftsman. t 

(b) Absence of organized marketing which throws the, 
craftsman completely at the mercy of the middleman. •* 

(c) Inefficient methods and high cost of production leavipg 

a margin of profits. 
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(d) The inefficient human factor due to iJliteraey, ignorance, 
and conservatism of the craftsman. 

A comprehensive plan calculated to remove these defects is 
necessary to bring about a regeneration of our cottage industries. 
The following measures are indicated;— 

(1) Spread of education, general and technical, to dght 
ignorance and conservatism of the craftsman. 

(2) An ambitious campaign for his economic and social up¬ 
lift is essential. 

(3) He should be supplied bettor and more efficient tools on 
a hire-purebase system and raw materials of the requisite quality 
at reasonable rates and on easy terms. 

(4) New and attractive designs should be brought to his 
notice and perij)atetic parties should be regularly sent out to 
guide him and give necessary demonstration on the spot, 

(5) Industrial exhibitions should be more frequently held so 
that the products of the cottage industries may get the necessary 
publicity, and the gulf between the producer and the consumer 
bridged. 

(6) Emporia and marketing depots should be set up to re¬ 
lieve the craftsman from the difficult task of marketing so that 
lie may concentrate on production only. 

(7) The crux of the whole probleja is marketing and finance 
and the salvation of the craftsman seems to lie in Co-operation 
which can lift him economically, morally, and educationally. 
Besides imoviding him with the necessary financial assistance and 
aid in marketing, C,o-o])eratioTi will give him lessons in self-reli¬ 
ance and self-government. Some progress in this direction has 
already been made. Taking all the States together, the number 
of industrial eo-operativos rose from 8,785 in 1940 to 5,305 in 
1950. Their number wHvS expected to rise to 8,000 by 1955. 

(8) Through a vigorou.s syateiu of research, we must raise 
his technical efficiency to such a height that he may always be 
ahead of the machine and not behind it as he is now to his utter 
ruin and embarrassment. 

(9) Cottage workers may be organised into guilds. Such 
guilds have already been sot up in Kashmir. 

(10) Marketing and financing companies should be set up 
. with government assistance to provide financial and marketing 

facilities. 

(11) A very necessary step seems to be the integration of 
the cottage industries with modern large-scale industries. The 
raw materials can be worked in rural areas in small and medium- 

.’kized units and then brought in a semi-finished state to the big 
' urban industrial centres. 

Special efforts were made by Governments in Etirope to 
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encourage small industries. In India, too, since 1935, the Central 
and the Provincial Governments have been spending some money 
for the revival and development of cottage industries. But such 
efforts are not commensurate with the requirements of cottage 
industries scattered throughout tliis sub-continent. In view of 
the large number of people depending on our cottage industries 
and the social and economic advantages expected from their 
development, and the artistic value of their products, a special 
effort seems to be called for. 

Conditions for tlie deA clopmeiit of small indnstrios arc e.spe« 
cially favourable in Lidia. Large factories require large capital 
which wo lack; large factories use labour-saving devices but we 
have a large population wailing for employment. Small and 
scattered holdings in India do not provide wlioie-lime employ¬ 
ment to our rural poiiulation. iicncc cottage industries must lx 
developed to fill n]) tlx' gaps. The di'velopimmt progra’iimo 
should include: (a) res(j-vatioii of spheo-.' of lu’odiu'lion. (b) 
noii-(-3#pansioTi of tlu' eapacilv of large-scah indu'^try, (c) impo¬ 
sition of eess on prfxlucTs oi hu n'-'-eah' in luslries, (d) ;orang» 
ments of raw material, and (m -urdin itii n of res‘’.in']i, 
ing, etc. 

Government Policy and Measures, 

It is gralifvii>g to se" lliat in rec('ni ,vais 1 hc'allt!udx <'f llie 
GoMTiinient towards cfdiacri small-stuih indu'^trie.s lias iMidei- 

goiie a w\ leomo olu'i'gv' am! ibat conm* U ba\o lu'en mid 

ari' beina tak'Mi to diweiop ix-h imiii'iTU', lu tiio ecnitiv 'i'lu 
new Imljifnl ]>oljcy was (iriginalis ahMomuo 1 in tho Indu'^tri.U 
Policy KSt<d(‘meiit of tlie tUnernmenl of Jixlia in Apnl DhS anti 
it w<js restated in Dri'l Jn the Pue-Year I'lans, It w^‘n^ further 
—suidi industries being a'-sieut'd ;i eoutr-d j'Jaei* in indusTriaiiza- 
lion as well as in rural d.welopui'uit. 

lJ(*re are a few fpecifi* measures wbieh havf' been and are 
being taken. ^ 

Tn the fiiol jil.-n c, seAcial approjiriatc' boaials or organisations 
have bemi e‘>ttd)li.she(i These' hav(' boi'ii given iaige ]iower, of 
initiative' and proAido^] Avitb adequate funds to function effi'c 
tivc'ly Each one of them has its own siiln-ri' to look after. The 
(Vitta^'e Industries Board was the first to be set up. This Board- 
lias by now practically complc'h'd a review' of the existing cottage 
industries in the country with a view to developing further. 3'lic 
All-India Handicrafts Board, constituted in November 3952, has 
the object of improving and developing production of handi¬ 
crafts and of promoting their sale at home and abroad. For 
handloom industry, by far the biggest cottage industry of the 
country, an All-India Handloom Board has been set up. 

Financial assistance was given to State Governments ior th^ 
setting up of common plants for dyeing, finishing and processiujf'j 
for the supply of important technical implements and for market¬ 
ing atod sales depots. The Khadi and Village Industries Board, 
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Started in 1953, is the chief body-for the village industries. There 
was also set up in 1954 a Board for small-scale industries. In 
1954, a Special Development Commissioner for Small-scale Indus¬ 
tries was appointed at the Centre. Tlie Central Government 
gives grants to the States of nearly Ks. 5 crores a year for assist¬ 
ing those industries. 

No less ini])ortant are the new prineiples whicli the Govt-rn- 
ment have adoptt'd for tlie developino))! of tho.se industries. They 
have aee('ptod, firstly, the piincipie of levying a cess on the eor- 
re.spoiulmg Jarge-seale industries to assist cottage and small-scale 
industries, and seeondly, the ])rin(-iph‘ oi' affording ttunporafy 
proieelion to such industrie.s by res( i‘\ .itioii of .si)hert‘s of pro- 
dui'tioii <;!• IlirougU a subsidy. Ai'eordii'gly, a eess of one ])ice 
per yard on Jui! made elolh lias b''en le\iMr] wbieli i.s expected tv> 
yie]<l It'-, tj et'ore-. a y Me. Also eerta.n jule^ of ])rodue{ion have 
been rev('r\(‘’ fsucli a--, .n tin- casi' of ,s,trees mills onn jiroduee 
up to (it)'/ (>j ti'or [)!•e\i)U.^ prKlueti'Oii 

'Pb.* (leinaml foi tie' provliuds of siS'ii indu^1lies is al.-o SMti-gh^ 
to 1 k' pi'ninoh'd b,' such jm ans a-, holdiinj; of exliibitlos , ,nul 
o]>euing of ■ .ile-di pots , nd eu,pi lia. 'll.* liovio’oim u! giv''s 
tin.nuial 'n.sj-.l.ii'-i* foi tin- purpo o. ^11' probimi diOt tlo piioe 
('!’ j.end ii , d ' .'o .ds ii (>1. ii liijdi’r dun liic* j'iiee id' i'aet(«i’\- 
inad'- « 1 . u '--o p ]>(• '.^.i\^d iis ..(jpro 

priate ev(is' duiits iiiij osed oi. d’ Lou pr I'n. u p, njaint<ioi desir¬ 
ed p"*!! ' }.;t: tie's vitb f. mi m; i‘ , ds "i <])(> < ue t i'sui .as s. 


b'inane'* In i." .e* ^ d),' mo i - tioiu uiffieidti" - of eoilago 
and somll->( de oidusiri u ('tier's .‘.n' oenjua li in extending 
ert'dit fm* 1 ;i ^ lur lb ni eordmuly. Slo.e fbnaneid t’drjmrii- 
tioii.s bav' h('< 0 ’ set im m alioo't all Si it“s. By a K'Ccnl amend- 
nunt of !'■ 1‘ B». Ael. tl* ' Uesi'rvi' IJ ..n. ii;e' al--. i>e('n und/li'd 
to pt'O''* 1-' l'iU'*s to Stai. t'o (']»vioih j^’oks .nid St.i.e Bijiaucnd 
Corp')!’tliou foi ib* pjod'U'1 iioi and marlKlin: of prodiul- of 
sueb iiidi! du- 'I'lii* Siai" bi- ’ ber;/' (d ir, p/'.'f'cdnre 

for aduinee'. lo -nmll st-.de intlu'dri'* <'’jd li:n.urodii's vl g 
scheme for provision of f i< o'-din.iled rii'dli lo Siaall-seale indu*- 
1r:e.s. Credit laviMit'S to iudfistrinl (‘('rporalioas are also Indjig 
ghen b,' the hlalt' Bank. 'u CJovenuncnt guaeantei s loans given 
hy banks to small imi'islii<'s. 'Pin' Mdie*>>i> ijiicb lia i been 1 rom 
January lOdil ('vb'ndi'd j.i tin* whole count! \, is operated by the 
K'vserve Bank on l>eb<df of the Government of India. f^'entTa) - 
loans are given to Idtate tiovernim ids fur establishine industrial 
estates. From il.s inception in BHiO np to the end of Mareli BiG-f. 
the Guarantee Organisation issued H.5Y1 guarantees for a 'oinl 
sum of Rs. 32.S crores. 


Recently, the Government also greatly liberalised their store 
purchase policy. The products of such industries are given pre¬ 
ference ill spite of higher price up to a certain percentage. Use 
of Tchadr has been ordered in the case of several kinds of Govern¬ 
ment-supplied uniforms. 
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In 1953, the Government of India invited a team of inter¬ 
national experts which submitted its report suggesting an inte¬ 
grated programme for the development of small-scale industries. 

The Government accepted its recommendations, the chief among 
them being the establishment of (a) four Regional Institutes of 
Technology for small-scale industries, (b) a small Industries 
Corporation, (c) Marketing Service Organisation, and (d) several 
multi-purpose institutes which would assist such industries in 
improving their techniques of production and management. 
Four regional institutes at Bombay, Calcutta, Delhi and Madras, 

16 majon institutes, 5 branch institutes and 60 extension centres 
have already started functioning (1962-63). 

According to a Japanese team of experts, visiting India in 
1959, the Government policy should be to guide and encourage 
and not merely to protect and foster. The Coiuniitte** recom¬ 
mended systematic mechanisation and modernization of small 
industries and expansion of technical, financial and other faci¬ 
lities for them. 

To overcome handicap.s, the Committee reeommended: (ij 
the adoption of a eredit guarantee system whereby a eredit 
guarantee fund, under each State financial corporation, should 
be created for guaranteeing the obligation of small-scale units to 
financing institutions, (ii) creation of a eredit insurance system 
whereby a credit insurance fund, mainly contributed by the 
Central Government, should be established in the Iteserve Bank 
of India, (iii) establishment of a State co-operative bank or an 
apex bank in each State for providing finance to small-scale 
industries, (iv) utilisation of the branehe.s of the State Bank of 
India as agencies of the State Financial Corporations, and (v) 
establishment of a ‘‘State Small Industries Corporation’' in each 
State to deal with the hire-purchase of indigenous machinery. 

The National Small Industries Corporation was set up in 
February 1955. It secures Government orders for small indus¬ 
tries. It has also introduced a scheme for the hire-purchase of 
machinery and equipment needed by small units 

Industrial Estates. Reference may also be made here to the 
establishment of industrial estates. This is being done to help 
the small entrepreneur and to enable liim to overcome difficulties 
relating to finance, acquidtion of factory site, provision of power, 
communications, etc. The Government has decided to set up a 
network of industrial colonies or estates ranging in size from 15 
to 50 or 60 acres. The Government acquires the land, develops 
it, constructs roads and puts up factory buildings of different 
sizes. It makes arrangements for the supply of electricity andt 
water, for proper communications and for conservancy and drain*- 
age facilities. Common service workshops are also set up by 
the Government for items like heat treatment, electric furhacaH, 
etc., which the small units cannot normally afford to do on ihalit ' 
own. Provision is also made for housing the workers. The flic- 
buildings are then let out on rent or given on hire-purchase 
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terms or‘sold out straightaway. Loans for capital expenditure 
and equipment and algo for working capital are also given on 
easy terms. As a fecial incentive to industrial co-operatives, 
loans are given at concessional rates of 2i%. The programme 
for industrial estates was very popular in the Second Plan and 
about 60 estates were set up. At the end of June 1963, 115 
industrial estates had been completed. Central loans totalling 
Rs. 12.93 crores were given to State governments, from 1955 to 
1962, for establishing industrial estates to enable the shifting of 
small industrial units from urban areas to new sites. It is pro¬ 
posed to set up during the Third Plan period about 300 more new 
industrial estates of varying sizes and types. It is also intended 
to start a number of industrial estates in selected rural areas 
• where power, water-supply and other essential facilities are 
available. However, the working of these industrial estates has 
not been satisfactory. Out of 68 industrial estates set up till 
1962-63, 48 estates were not working satisfactorily. 

The development of village and small indastries, as an inte¬ 
gral element in an expanding national economy, has been ^)ne of 
the key programmes under the Five-Year Plans. This is expected 
to lead to fuller use of local re.source.s, meet a significant part oSf 
the expanding demand for consumer goods, form a vital link be¬ 
tween agriculture and largo scale industries atid provide increas¬ 
ing opportunities for employment. 

In the First Five-Year Plan, there was a provision of Rs. 15 
crores by Central (lovernraent a)]d Rs. 12 crores in the States 
for the cjevelopment of cottage and small-scale industries. Actu¬ 
ally a sum of Hs. 43 crores was spent. The objective of the policy 
under the First Five-Year Plan was to j)rovide a field within 
which the cottage industry may be able to operate without being 
hampered by competition from large-scale industry. This policy 
was sought to be carried out by (i) reservation of spheres of pro¬ 
duction, (ii't non-expansion of the cajiacity of large-scale industry, 

(iii) imposition of a cess on tlie products of large-scale industry, 

(iv) arrangements for the sujiidy of raw materials, and (v) 
co-ordination of research, training, etc. The best means of re¬ 
suscitation of the cottage industries is to organise them into 
industrial co-operatives. 

During th<* course of the Second Plan Rs. 175 crores were 
spent by the Government for the development of these industries 
against Rs. 43 crores spent during the First Plan. An industrial 
extension service was developed and Small Industries Service 
Institutes were set up in every State. About 60 industrial estates 
comprising over 1,(W0 small factories using power were esta- 
^ bliished. Special arrangements were made for provision of 
credit, technical advice and raw materials and the supply of 
’machines on hire-purchase system. 

During the Third Plan, these industries are expected to make 
still more rapid progress. A total provision of Rs. 264 crores 
has been made in the public sector for the programme for village 
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and small industries as against Bs. 176 crores spent during the 
Second Plan, Three hundred new industrial estates will be set 
np. Rural industrial estates will be set* tip in selected rural 
area6. The "village and small-scale industries will be developed 
to provide employment and to increase production of consumer 
goods and some producer goods too. 

The total annual production of various types of industrial 
goods by small-scale industries in the country totalled Rs. 1,282.45 
crores according to latest official figures available (October 1963). 
Small-scale units registered under the Factories Act number 
36,457, employing 13.37 lakh people. The number of unregistered 
small-scale units is estimated to be over 64,000. These units, 
spread throughout the country, manufacture a wide variety of 
goods such as food, chemicals, leather, wood, electrical, transport 
equipment, printing, and basic iron and steel materials. 

The development of these industries has a special signifi¬ 
cance in India. To quote the Karve Committee Report: ‘'Handi¬ 
crafts have far greater importance than is indicated by the 
value ef their production because they embody ancient cultaral 
traditions of the country and are an expression of its creative 
and artistic genius Development of handicraft is, therefore, not 
merely a matter of rehabilitating a few craftsmen in their ances¬ 
tral trades but of keeping alive traditional art and giving free 
scope to the creative faculties and inherited skill of the people.” 
(Para 19). 

The programme of development of the village and small- 
scale industries has to be related to the concept of a decentralised 
economy in the future. To achieve a decentralised pfiltteru of 
our economic society, it is essential to provid'' as near to the vil¬ 
lage as possible means of non-agricultural productive employ¬ 
ment. The progressive expansion and modernization of rural 
industry can be most economically brought about by the spread 
of small industrial units along with the necessary services among 
the big villages or small towns located all over the .country. It 
would be very economical if the development of large-scale indus¬ 
try is so planned that competent parts are produced in dispersed 
and small establishments which may be using centralized faci¬ 
lities for common service, assembly, finishing, etc. Thus a pyra¬ 
mid of industry broadbased on a progressive rural economy will 
be built up. A steadily expanding economic life on a decentra¬ 
lized basis, but wherever possible on a co-operative basis, is to be 
desired, not only for maximising the scope for eflPective utilisa¬ 
tion of hupian and other resources but also for making a. demo-, 
etatic control of economic life possible. 

International Perspective Planning Team on Small Indus- 
tiiea has, however, said that the policy of trying to implant a 
large number of industries in Ike most backward areas is doopied 
to failure and cannot be economically justified. A careJfuUecono** 
itfie analysis should be made before making location decisicmife^ 
jA«eh^ding to the Team, the Central Government’s proper role io. 
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amall iadbstry development is formulation of policy, co-ordina¬ 
tion of programmes and provision of technical assistance, training 
and eoononueal information services. It should make and en- 
force the rules but should not operate the programmes itself, 
except in unusual circumstances. 



CHAFfEK XVIII 


Some Major Industries 


According to s>urvy for IHGO registered factories in India 
numbered at nearly 8,704 of which 8,301, which submitted re¬ 
turns, showed an investment of Ks. 1,999.54 crores and employed 
25,80,599 persons. The total value of the products of these 
manufacturing industries was Rs. 3,150.38 crores. They paid 
salaries and wages (including money value of other benefits) 
amounting to Rs. 481.56 crores. In 19G1, the value of 1,333 
selected large and medium-sized public limited companies was 
Rs. 2,867 crores and their sales amounted to Rs. 2,831 crores. 

We shall now take up a few major industries. 

« 

Cotton Mill Industry 

Although the first cotton mill in India was set up in 1818 
in Calcutta, yet the real foundation of the industry was laid in 
Bombay when a mill was set up there in 1854. Later, more mills 
were started, especially in upcountry centres like Ahmedabad, 
Sholapur and Nagpur. In the period immediately preceding 
World War I, the Indian cotton industry was doing well and the 
two world wars gave it a further impetus. 

The cotton textile industry is the largest single industry in 
the country. India holds the third place among the countries 
of the world in its capacity for producing yarn and cloth and " 
stands second on the basis of cotton consumption. In addition 
to providing means of livelihood for nearly 10 million handlooni* 
weavers, the mill industry provides direct employment to more^, 
than 8.9 lakh workers. The number of mills in the country at 
the beginning of 1963 was 510 and the capital invested ig esti-^ 
mated at about Rs. 120 crores. 

The mills have been making serious efforts to improve theh? 
«iiaiptit. By the increased use of imported cotton, by the steady 
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improvement of the quality of In4ian cotton, and through the 
adoption of such mechanical aids as better opening, cleaning, 
high draft system of spinning, and the use of qombing machines,, 
the progress in spinning finer counts has been accelerated. 
Similarly, there has been a marked improvement in the quality 
of cloth produced by Indian mills. Appreciable improvement 
has been made in design and style so that the Indian-made cloth 
is now almost as attractive as the imported one. Amo Pearse 
remarks: “The range of goods made by Indian mills does not 
stand behind that of the largest mills in Europe.”' 

During the World War II, there was heavy depreciation oP 
machinery. Nearly 60% of the machinery is old. Renovation, 
replacement and modernisation are urgently required. Accord¬ 
ing to the Planning Commission, 150 units are uneconomic*. The 
Working Group on cotton textile industry has put the total cost 
of modernization for the industry at Rs. 180 crores which is 
clearly beyond the capacity of the industry itself. 

Strenuous efforts are being made to increase production of 
cloth. The Textile Enquiry Committee Report (1954) .suggested 
a phased programme of conversion of tlie handlooms into auto¬ 
matic or semi-automatie improved handlooms. The Committee 
in its report in July 1958 listed a number of causes responsible 
for the difficulties of the industry. Tho.se refer to the need for 
replacement of outdated meehinery, rationalisation, major re¬ 
pairs and overhauls, rectification of inefficient management, pur¬ 
chases and sales and improvement of productivity of labour. 
Since 1961, the cotton textile industry has been making remark¬ 
able progress. Its output has been eoniinuously rising. This 
progress has been helped by favourable factors like availability 
of raw eottou, removal of controls on cloth and export promotioir 
measures £fdopted by the Government, 

Production of textiles (mill made) increa.sed from 3,720 mil¬ 
lion yards to 5,102 million yard.s in the First Plan period and to 
5,127 million yards by the end of the Second Plan. By the end 
of Third Plan, it is expected to go up to 5,800 million yards. The 
production in 1963 was put at 7,299 million meters of cloth 
and output of yarn at 89,3 million kgs. At the end of 1963 there 
were 510 mills (219 spinning mills and 291 composite mills which 
.accounted for 14.12 million spindles and about two lakh looms). 
The industry consumes indigenous cotton worth about Rs. 120* 
crores every year and pays annually about Rs. 40 crores as taxes. 
The export earnings of the industry in 1963 amounted to Rs. 48,8T 
‘ crores. 

‘ The main problems facing the industries are: 

(1) The first problem is that of replamm^t of old plant 
'and madibtmy. More than 75% of the machinery in the Bom¬ 
bay mills is more than 25 years old and mostly worn out. This: 

3, Amo S. Pearee— tndvx^ry of IndKo, 1900, p. 6. 



INDIAN UOONOMIGS 

lias reduced the productivity of the industry and thus increased 
the cost of production. There is a danger of abnormal rise in 
prices of plant and machinery if the replacement is made by many 
iinills together. Moreover, the industry lacks adequate reserves 
to finance such replacements. Therefore, the Government should 
assist the industry in regulating replacements and providing 
loans at proper rate of interest to helj) in such replacements. 

(2) Closely connected with the first problem is that of 
rationalisation and modernisation. The present machinery is not 
only old and worn out, but also obsolete in design and outdated. 
Thus, it requires to be replaced by modern equipment such as 
installation of automatic looms. But the difficulty is that of un¬ 
employment being caused thereby and, therefore, that of serious 
opposition to it by organised labour. The Government is of the 
view that rationalisation may be permitted only on the condition 
that workers rendered idle as a result be provided with alterna¬ 
tive employment. On the recommendations of the Joshi Com¬ 
mittee, the Government has permitted mills to instal automatic 
looms on the condition that the entire output from new looms is 
•exported. The exporting mills have also been permitted to im¬ 
port their requirements of textile machinery ineiuding automatic 
looms provided payment for such equipment is spread over five 
years. 

(3) The third problem is connected with export promotion. 
’The Second Five-Year Plan reserved a large section of the home 
market for the handloom industry and expected to promote textile 
•exports to the target of 1,000 million yards a year. But the re- 
*cord of cotton textile exports during the Second Plan has not 
been satisfactory. This is due to competition in foreign markets 
from Japan, Britain and China and the low competitive power 
of the Indian cotton mill industry owing to its high cost of pro¬ 
duction. Unless the quality of our textiles is improved and they 
are offered at reasonable prices, it would be difficult to compete 
with these rivals. 

(4) Recently there lias been a phenomenal rise in doth 
prices. Mill-owners contended that the increase in cloth prices 
has been caused by cost inflation, and that cost iuflatiofii has 
emerged owing to an appreciable rise in raw cotton prices, en¬ 
hanced incidence of wages and dearness allowance and an upward 
trend in the prices of stores and chemicals. But the general 
view is that the rise in cotton textile prices is out of all propor¬ 
tion to the rise in costs. The Government has, therefore, insti¬ 
tuted soine sort of control over the prices of varieties of cloth 
which are generally consumed by the poor and middle class 
people. The mills have also been directed to stamp the retail 
pri ces on cloth to remove profiteering on the part of the retailers. 
*^e real remedy, however, to meet the situation is nKHre larodtoe- 
ttioii. 

(5) The various types of reBtiictions which the Qovemm^ 

Itavo put on the expansion the cotton textile indnstzy are not 
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only irksome to the industry, but a factor in keeping down prp- 
duction, The object of the (ioTemmont in imposing such restric¬ 
tions is to promote production in the handloom and small-scale 
sectors of the industry. 

(6) The existence of 125 inefficient and uneconomic units 
(out of about 480 units in all in the industry) constitutes yet an¬ 
other problem. Many of them arc working at a loss and some 
are working at marginal or slightly above marginal efficiency. If 
the development of the cotton mill industry is desired, Govern¬ 
ment must do something for the eeonomie operation of these 
units. 

(7) There is a certain amount of imbalance in the distribu¬ 
tion of textile industry between north and south India. To re¬ 
move this imbalance, the Union Government has decided now 
(June 1961) to allow five south Indian firms to set up textile 
units with a total capacity of 50,000 sp.iiidles for the manufacture 
of cotton yarn. 

Jute Industry 

The jute industry, too, was at first a handloom industry, 
and in the words of Dr. Forbcfi Royle, “forms the grand domestic 
manufacture.... It pervades all classes and penetrates into every 
household.” Up to 1857, all the gunny bags exported from India 
were made entirely by hand.'^ 

The .jure mill industry owes its inception to one George 
Aclaiid who set up the first jute mill at Rishra near Si»rampore. 
Within a few years, the jute mills came to have a very prosperous 
career and, in the wordjs of Wallace, “they simply coined money” 
between 1868 and 1873. 

World War I gave a great stimulus to the industry. But in 
the post-war years it was not in a happy position especially since 
the thirties on account of world-wide economic depression. 

In 1936, the Indian Central Jute Committee was set up. Its 
programme includes marketing and transport inquiry, agricultur¬ 
al and technological research, seed supply, improvement of jute 
forecast and collection and dissemination of information of inter¬ 
est to the trade. Agricultural Research Laboratories and Techno¬ 
logical Research Laboratories have already been set up where 
spinning trials from various types of fibre are carried on. 

The jute industry was passing through difficult times before 
the Second World War. The declaration of war putt the indus¬ 
try again in a buoyant mood. Since then the industry has been 
enjoying a measure of prosperity. 

The partition deprived India of 72% of the total jute-grow¬ 
ing acreage and of 73% of the aggregate jute production. All 
the 112 jute mills were to be found in India. Soon after partition, 

L Dr. Forbes Boyle —The Fibrous Plants of 1850, p. 261, 
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Pakistan started the ‘battle of .iutes.’ An agreement was m^e- 
in 1948 but not honestly carried out by Pakistan. They are doing* 
their best to develop jute industry there. India also has been 
trying to be self-sufficient in jute and her effort to grow more 
jute has met with marked success. 

As one of the principal earners of foreign exchange, the jute 
industry plays a vital role in India's economy. According to the 
1960 Survey of Indian Industries, there were 95 jute mills in 
India out of which 94 had submitted returns. These later had a. 
capital investment of Rs. 68.25 erores and employed 2,28,677 per¬ 
sons including 2,12,582 workers. The bulk of the mills are in 
Bengal, only a few in Andhra, Bihar, and U.F. The total capa¬ 
city of the mills is 1,000,000 tons and the total value of the goods 
produced annually is Rs. 130 to Rs. 140 erores. Competition 
from substitutes and setting up of big and modern mills in Paki¬ 
stan cause anxiety about the future of the industry. Rationali¬ 
sation and modernization of plants, a(*ti\e steps to encourage ex¬ 
ports especially to U.S.A. and reduction in costs muU go a long 
way in helping the industry. Exports in 1963 were valued at 
Rs. 160 erores. 

Rationalisation schemes have either been implemented or 
are being implemented in the Calcutta mills which will stream¬ 
line the manufacturing process and will attain maximum effici¬ 
ency at minimum cost. This has largely taken the form of closing 
the uneconomic units, merging imoduetion capacity with other 
units under the same managing agents and progressive reduetioui 
of superfluous workers. The progress of modernization has gain¬ 
ed great momentum. The Government is giving loan for this 
purpose. Having gained the lost ground, the industry is now 
advancing rapidly. The main problems facing the indus^y,'ac¬ 
cording to the Planning Co^mmission, are shortage of Vaiv 'mafe- 
rlals^ modernization of equipment and possible competition in 
foreign’markets from substitutes and other products. Lacir^f 
finance is a major factor deterring the industry from undertaking 
ihodernis^ation. Tlie industry will have to introduce greater 
diversification of production in order to maintain its competitive 
position in the world market. Modernisation up to spinning 
stage has been completed. A self-financing scheme has been 
introduced to enable the industry to complete modernisation and 
broad-loom expansion and build up necessary potential for addi¬ 
tional production. 

Production of jute manufactures has increased from 8.4 lakh 
teas in 1950 to 10,2 lakh tons in 1955, to 9.7 lakh tonnes in 1961 • 
and to 12.88 lakh tonnes in 1963, The Third Plan target haf 
been .put at 33 lakh tons. 

Iron and Steel Industry 

There can be no two opinions about the urgent necesSiity 
developing indigenous iron and steel industry if we are sueee«fll- 
jPuUy to carry out the programme of agricultural and industri^ 
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development in the country to improve living standards. It m 
the iron and steel industry which can supply the basic raw materi- 
aIs for factories, tools and implements, machinery, tractors, 
houses, electricity, locomotives, steamships and all the rest that 
is essential for economic development. 

Acquaintance of Indians with the use and making of iron is 
«aid to date from 4000—5000 B.C. The Iron Pillar at Delhi, 
which is considered to be about 1,500 years old, is a marvel of 
metallurgical skill. The eelt^braled swords of Damascus were 
made of steel manufactured in Hyderabad. Conditions for the 
development of this industry are very favourable in India. In 
fa,ct, there iS^ardly any region in the world, with the possible 
•exception of Sweden, which can compare more favourably with 
India in regard to the availability of raw materials and the close 
proximity in which they are found. The reserves of high grade 
iron ore in Singhbhum region alone are estima,ted at 10,000 mil¬ 
lion tons and will bust another 2,000 years at the present rate of 
consumption. The indigenous supplies of other raw materials 
are also abundant. 

But the manufacture of iron and steel on modem lines and on 
a large scale was taken up very late. The first really successful 
attempt was made by the Tata Iron and Steel f’o., formed in 1907. 
Next year was formed the Indian Iron and Steel (b., with its 
works at Hirapur nr'ur Asanso), and in 1028 was established the 
Mysore Iron Works at Bhadrawati. In 1987 was founded the 
Steel (\)rporalion of Bengal. In 1952 tin* Steel Clorporation of 
Bengal merged info Indian iron and Steel (’onipany. Tata Iron 
and Steel Works is one of the largest sitjgle units in the t’om- 
nionwealth. A significant feature of the Tata Works Is that it 
is a fully •integrated eoneern owning its own coal mines and quar¬ 
ries .supplying iron ore. limestone and manganese ore. The 
Works are ideally situated, because necessary raw materials like 
iron ore and coal are to be found within an eeoiiomio radius. 
During the Second Plan, the three existing Steel Plants—Tata, 
Indian Iron and Mysore Iron—were <‘armarketl for expansion. 
Tatas were to increase their production to 20 lakJi tons of steel 
ingots (15 lakh tons of finished steel), Indian Iron to 10 lakh tons 
of steel ingots (8 lakh tons of finished steel) and Mysore Iron 
' to one lakh tons of steel ingots (85,000 tons of finished steel). 
Their expansion sehemes have been completed as planned. In 
1903 the TTSCO produced 10.35 lakh tnune.s of finished steel and 
TISCO 6.5 lakh tonnes. 

In order to take effeetive steps towards meeting the growing 
‘ ‘.’requirements of iron and steel in the country, the Government 
of India, set up, in the public sector, three new integrated iron and 
steel plants with the help of some friendly countries, each with 
an initial capacity of 10 lakh tons. These plants have been set 
up-one each at Eourkela (Orissa) with German assistance (esti¬ 
mated cost Bs. 177.86 crores), at Bhilai (Madhya Pradesih) with 
Russian assistance (estimated cost Rs. 145.57 crores) and Durga- 
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pur (West Bengal) with British assistance (estimated cost 
Rs. 186.77 crores;. The fourth steel plant is going to be esta¬ 
blished at Bokaro. The managemenl of the three plants vests 
in the State-owned Hindustan Steel Ltd. (authorised capital 
Rs, 600 crorcs). The aimaal capacity of the Eourkela and 
Durgapur plants is being expanded to 18 lakh tonnes of ingots, 
Bhilai 25 lakh tonnes and Durgapur 16 lakh tons of steel ingots. 
In 1963, Eourkela Steel Plant produced B.93 lakh tonnes of pig 
iron and 8.45 lakli tonnes of finished steel, Bhilai 12.6 lakh tonnes 
of pig iron and 11.2 lakh tonnes of finished steel and Durgapur 
9.58 laklrtoniu's of pig iron and 7.13 lakh tonnes of finished steel. 

The outi)ut of iron and steel iiuiustry rose froin 14 lakh tons 
steel ingot.s and 10 lakh Ions finished steel in 19.50-51 to 17 lakh 
tons steel ingots and 13 lakh tons at the end of tin* First Plan in 
1955-56 and to an fsthnaled quantity of ,‘J5 lakh tons steel ingots 
and 22 lakh tons finidied steel at the toid of the Second Plan in 
1960-61. The prodne-tion ni 1963 nas provisionally i)ut at o/.3 
lakh tmines (>£ jnt, iron ami 12.65 lakh tonne,s of finished steel. 

According !(► the li)5^ ('(misus of kliiiuii.'ctui'es. Hit!* weie 
in that year lt!7 large and stnal! ii'<n and steej vorks m India in 
whieli ah mt E ItJl erore^ <,f fixed (ap'Ml and IN 52 crons 
working ({'j)i1al wer' ims.'-ttd ami 9.> 2 s ; pt m ncie 'unpluyi'd 

If per (apita co/iMuiii)li »n (.1' .'-Uel tnity he l.ikeii a> an uidex 
of econoniie d« . lopjo.'iit, it wjW Ik* apparem that u * a 

great hn^ua; t- riu'd,'. (I is 1,200 in .lie IJ S.A . 60J lbs in 
U.K, -170 ih->. ij .\u traJj-i and onl> 10 ih-., n India. 'jOie pioclue- 
lion ligUTf'S ai('. t SA o\er loo itijMn . lo-n, >' )\ie* Euisia 
tniliioji Ions, Britain 18. th'nn.iny 17, Tiviue lo, .JapUTi ,5 jniliion 
Tons and India msarly one ndllion t ,ns. 

Sugar Industry 

At <nie time, Indian expi^rts of su<«ar I'xi-eeded nnjioits. But 
competition from Jaxn -.ngar and llu* houiity-fed suoar fron 
Burooe dealt a death blow to tlie Imlian suffar nulustrs. 3’he 
stimulus givi'ii by World War 1 afferded only a temporary relief 
and the few sugar factories that existed in India were having 
only a precarious existence. 

fn 1932 the industry was given protection tor a period of 15 
years. Its development under the shelter of itroleetive tariff was 
simply amazing. Williin tvro years there was 400 per t-ent in¬ 
crease in the nundier of factories and 700 per cent increase in the 
production of sugar. There wiis also a sharp decline in imports 
which up to 1930-31 averaged one million tons, but in 1936-37 
the net imports were onl.v 12,000 tons ri(‘arly. Again, in four 
year.s 1953-57, the sugar industry doubled its production from 
10.01 lakh tons to 20.26 lakh tons. No other industry has shown 
euch a record of progress. ' 

According to the Census of Manufactures, 1958, the sugar in-' 
dmtry proviefes employment to 103,600 workers and it supports, ' 
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20 million cultivators; it constitutes 12% of the total value of 
the produotion of major industries of India; it contributes over 
Rs. 90 crorea to national exchequer. It represents capital invest¬ 
ment of more than Rs. 102 crores. 


A noteworthy feature of the industry is that it is mainly 
confined to U.P. and liiha^. These tv’o States account for about 
three-fourths of the total number of su^'ar factories in llie coun- 
iry. This is a serious defect of location from the point of view 
both of raw materials and of distance from majkets. New mills 
should, therefore, be locab-d in other States, particularly in 
Madras. W. Bengal and Maharashtra to remove this drawback. 
Punjab also offews .a ^ood sci'pe for loeaiiiij^ a f('\c new factories; 
next to ir.P., Ikniial) is the hiiC^jfcst prodncfo* of su;?ar-cuiu\ An¬ 
other sutTKi’stio'i made i', the shifting of sugar factories from 
e('Vlain parl'^ of TP ami Itihar to the Houtli, say MeaLvis. where 
bett('!‘ (iiialily ( C cam* is grown. liv such movemejit, transport 
j)roblem will al-o be eased , 


Anotlier serious w''akness of ti)e imlustrv is tlint ladh the 
yield per su-re and the qnaBty of catif aia* io\c The crimhiii« 
eftieienev of the mil!, .dso is Jar hthind the slamiaials of oih'*r 
sugar-producing countries Tlu* eo'.l of pi (dncli<'ii of sugar, 
ther'‘for(\ is ^er^ high. 'J'iic i*'sl eiiu isdneul by imjn’oving 
yield and qmdit; of cam' a.*! by tli, i( dniieal effici¬ 

ency (.f 1h( mill* Eftor1> s]i add, therfbe-' Oi' di},•<-!(>(} at jm 
proviii", Hu* (pialitv i iho ••me '>ro\M'. The 1 )e^eloDiucut t'onn 
eil for sugar imln-iry lias iliere!‘*re rccomriKmded dud ih<* grow¬ 
ers should be paid tor cane according to its qualify and not ac¬ 
cording to mero weight, 'ilus m lem ol Jinking pri‘‘e ami quality 
IS bound to slimukdc g'.iuiiir iinproyi meut Ihcc* is still an- 
oilier metliod. vi/ , thi* economic ntilizatio'i of by-products lik-* 
molasses and bagasse. The former ('fin he used for tie* nuunifae- 
1ure of power aleoliol ov bo roju' surfeeu - .i ,d (he lafd'r for 
paper and pasteboard imlust’-.e. 


Lik{' the cotton textib' imlii'-trv. iin* t/'or imlnstry also 
stands badly in need of repiacoment, rfitioaalisation and moderni¬ 
sation. Most of lh(' t'x'i-ti.sg' mills wei pn- i.p over quarter of a 
century ago and are Ihu- ifne for ]ai go--‘ide replaei'ments and 
modernisalion. Large funds are required for this purpose. 
Price,s of sugar mai'hinery have risi n by d to 7 times since the 
installation of the jiri'sent machinery. Normal dep^’Pciatioii 
funds are absolutely inadequate to cover the repbacement expendi¬ 
ture. The industry has therefore a])pealed to the Government 
for adequate allowance for replacement requirements and for 
assistance. A recent favourable developmqnt is the starting of 
sugar machinery industry; it is proposed to expand it consider¬ 
ably during the Third Five-Year Plan. 

Another problem is that of competition from the khandsari 
sugar and gur. Production of white sugar is to a great extent 
by the production and prices of grxt and khandsazi. If 
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l)eeause of better gnr and khandsarl prices, the cane grower gets' 
Jhigher returns by converting his cane into gnr or by selling ^t to 
the khandsari producer, supplies of cane normally meant for 
«ugar factories are increasingly diverted to gur and khandsaxi 
production, and to that exte}it production of sugar suffers. It is 
Argued by the mill-owners that such a diversion made possible by 
•control on sugar prices not only has reduced production of sugar 
factories, but also results in a lot of waste of sugar because of 
•the inefficiency and low recovery of khandsaxi. 

Till early 1961 still another aspect of the industry was the 
rise in sugar prices and the eonsequent price control on them. In 
the middle of 1958 the Government had to impose control on the 
■ex-factory prices of sugar and had to restrict releases from mills. 
This rise in prices was partly due to decline in production in 
1958^1959 (19.2 lakh tons) as compared with the steadily rising 
consumption and partly due to profiteering by the industry. On 
a further rise in prices in 1959, the Government tightened the 
prices *still further, and in some places rationing was also intro¬ 
duced. Yet despite Government’s complete eont-rol over distri¬ 
bution the prices continued to rule high till the beginning of 
1961. This was due partly to the faulty distribution arrange¬ 
ments made by the Government, while the real remedy lay in 
Augmenting production. In 1960-61, production actually rose to 
■25 lakh tons as against a demestie eonsumplion of 21 lakh tons. 
During most part of the year 1961, the sugar industry was facing 
•what has been called the ‘Crisis of surplus.’ But for tlie last two 
years (1962-64), the country faced a serious sugar shortage and 
rationing was introduced in several Stales. 

At the end of 1960-61, there were 175 vaeuum sugar factories 
in the country. Tlic output of sugar was nearly 11 lakh tons in 
1950-51, it rose to 18.6 lakh tons in 1955-56, the end of the First 
Plajn, and to 30.29 lakh tonnes in 1960-61, the end of the Second 
Plan. The output in 1961-62 season was of the order of 27.06 
lakh tons. The 1962-63 output dropped to 21.52 lakh tonnes. 
The target for tljc .Third I'lan is 35 lakh tons. The Third Plan 
•envisages expansion of sugarcane output to 100 million tons by 
improving the yield per acre. It is estimated that the share of 
the eo-operative sugar factories will rise to about 25% of the. 
overall mill capacity. In 1962-63, the Co-operative Sector pro¬ 
duced 4.7 lakh tons representing 21% of the country’s produc¬ 
tion. A provision of Rs. 6 erores has been envisaged in the Plan 
Tor contribution by State Governments to the share capital of 
•co-operative sugar factories. 

A significant development in the history of the sugar indus¬ 
try is that sugar exports have been steadily increasing since 1960- 
61. In 1962-63 they exceeded the target of five lakh tons, for¬ 
eign exchange earnings from sugar went up from Rs. 80,800 
1960 to Rs. 14.81 erores in 1962 and are expected to be about 
■Ra. 82 erores in 1963. Through persistent efforts, India has been 
ab^a to secure a regular foothold in the international sug^r mar- 



SOMS MAjrOB INDtrSTBIES 


389 


It cADAOt be said, however, that even after 30 years of pro¬ 
tection the industry can fully withstand foreign competition. Hie 
fact is that, unless the quality of cane is improved and its yield 
per acre considerably increased and unless milling efficiency goes 
np and increased use is made of by-products to lower the over¬ 
head costs, our sugar industry will not be able to face foreign 
competition. 

In India, conditions for the expansion of the sugar industry, 
however, seem to be particularly favourable. We have an abun¬ 
dant supply of cane and cheap labour. Our population being 
largely vegetarian provides a vast market. Our present per 
capita consumption of 7 lbs. per annum is insignificant as com¬ 
pared with 105.8 lbs. in Australia, 105.4 lbs. in Great Britain and 
04.8 lbs. in the U.S.A. Even a slight rise in the standard of living 
will opeq out a large field for further expansion. 

Public Or State Enterprises 

• 

The public sector in industries has assumed greater import¬ 
ance in recent years. This is a very significant development in 
the post-independence era. There are certain industries which 
require huge capital outlay or the returns from which are long 
delayed. Hence prh^ate enterprise is either unable or unwilling 
to undertake them. Besides, there are such basic and strategic 
industries which the Government wants for social reasons to 
reserve for itself rather than leaving them to private enterprise. 
The industrial policy resolutions of 1948 and later 1956 indicate 
^rnixed economy' as their main feature. Thus the Stale must play 
an active part in promoting industrial development by supple¬ 
menting private enterprise. It is in pursuance of this policy 
that a large* number of industrial enterprises have been launched 
by the Government. The total outlay in the public sector on 
industries and minerals in the decade 1950-51 to 1960-61 amount¬ 
ed to Rs. 974 crores. A brief account of State enterprises seems 
to be necessary. 

Sindri Fertilizer Factory. 

The factory has already been completed at a cost of Rs. 28 
crores. It went into operation in 1951. It is capable of pro¬ 
ducing 350,OCK) tons of ammonium sulphate a year. It is also 
proposed to expand this factory for the production of urea and 
ammonium nitrate. It is located in Bihar. It is Asia’s most 
modem and the largest fertilizer producing plant. Reduction in 
coats lowered the selling price from Rs. 350 in 1951-52 to Rs. 270 
per ton in 1954-55. The factory exceeded its production target 
of 330,000 'tons of ammonium sulphate by 1,725 tons in 1956, In 
1959-60, it produced 2,85,248 tons. A SM^eme to raise its output 
by about 60% has been completed. 

Beisides helping in the soluHou of our food problem, it wRl 
‘sate foreign exchange to the tune of Bs. 16}12 crores. Thus a 
nucleus hem formod df hMvy ehemieal and allied mdttstHea. 
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Three more fertilizer factories are being set up, viz,, in Neyveli, 
Nangal and Bonrkela, wih annual pr^uction of 70,000 tons, 
70,000 tons and 80,000 tons respectively. New factories are also 
being set up in Trombay and Assam, having respectively a capa¬ 
city of 90,000 tons and 32,500 tons. Another factory is under 
construction at Gorakhpur designed to produce 80,000 tonnes of 
nitrogen and still another in Madhya Pradesh with a capacity of 
one lakh tonnes of nitrogen. Some factories are being set up 
also in private sector. 

Ohittaranjan Locomotive Factory 

It is located at Ohittaranjan in West Bengal. It is the next 
biggest steel enterprise in production so far. The total cost is 
estimated to Rs. 15 crores. It has already started manufacturing 
some of the components. Originally designed to manufacture 
120 locomotives, these works have been expanded and‘now pro¬ 
duce W.G. type of locomotives equivalent of 200 standard type 
locomotives a year. In 1962-63 the factory turned out 169 broad 
gauge steam locomotives. Eventually the aim is to produce 300 
standard size locomotives a year. Additional capacity is being 
developed for producing 70 electric locomotives a year. India 
has become self-sufficient in respect of steam locomotives and 
is in a position even to export. The Diesel Locomotive Works 
at Varanasi is expected to produce 25 locomotives a year. The 
Tata Engineering and Locomotive Works produced in 1962-63, 
63 steam locomotives. 

Integral Coach Factory 

A railway coach-building factory has been established at 
Perambur in Madras at a cost of Rs. 7.3 crores. The factory is 
the outcome of Indo-Swisa Co-operation. It was inaugurated in 
October 1955. It is one of the largest of its kind in the world. 
Starting with 20 coaches in the first year, it produced 598 coaches 
in 1961-62, manufacturing all components in the factory itself. 
As a result of progressive introduction of the double shift, the 
factory’s outturn may be 8t.epped up to nearly 750 a year. 

aiachine Tools Factory 

It is located at Jalahalli in Mysore State. Its estimated cost 
is Rs. 9.78 crores. The first batch of lathes was produced in May 
1956. The Second Plan target of 400 machines was exceeded in 
1957-58. Production in 1961 was 1,067 machines. It is also pro¬ 
posed to diversify production by taking up the production of 
metre gauge integral third class coaches, motor and parcel vims, 
rail cars of all gauges and electric multiple unit coaches. Besides 
lathes and milling machines, it is also taking up the production 
of other machine tools such as radial drills and grinding machinuiB 
as a port of a programme of diversifying production. The fh#-- 
tory speeiiUises ija the production of high precision maeldlH!! <11^ 
Jt win thus provide a basis for ithe development of heavy as wsjB 
0 light engineexing industries. On March 1, 1953, the tnlussft* 
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ment of the factory was transferred to the Hindustan Machine 
Tools litd., Bangalore, in which the Government hold 85% share 
and the Swiss firm 15%. 

In collaboration with European machine tool manufacturers, 
diversification of production has been effected and a project for 
the construction of a second machine tool factory so as to raise 
production capacity to 2,000 machines per annum was completed 
ip 1961. 

Hindustan 8hip<Building Yard 

The Vishakhapatnam yard was acquired by the Government 
from the Scindia Steam Navigation Company in March 1952. The 
management was entrusted to the Hindustan Shipping Yard Ltd, 
with two-thirds capital owned by the Government and the re¬ 
mainder by Seindias. Seventy-eight per cent of the shares are 
now held by the Government. Engines and boilers are manufac¬ 
tured in the workshop at the yard. Berths for the building of 
ships are being expanded. The shipyard can build four modem 
diesel-propelled ships a year. The operation of the yard is ex¬ 
pected to enable coastal shipping in India to meet the bulk of 
its replacement requirements. A five-year agreement was con¬ 
cluded with a French naval firm for technical a.ssistanee in the 
reorganisation and development of the yard. During the First 
Plan the Indian shipping tonnage increased from 3.9 lakh GRT 
to 4.8 lakh GRT and to 9.0 lakh GRT at the end of the Second 
Plan. The target for the Third Plan is 10.9 lakh GKT. 

A second shipyard is now being built at Cochin and a sum of 
Rs. 20 crores has been provided for the project in the Third Plan. 

Heavy Eleutrioals Ltd. 

It was formed in 1956 with an authorised capital of Bs. 30 
crores. The plant is being erected in Bhopal. The first phase 
covering about seven years will require an investment of Rs. 21 
crores, expected to go up eventually to Rs. 45.5 crores. Certain 
sections such as transformers, switchgears, thermal welders, etc., 
went into production in July 1960. More basic items of equip¬ 
ment like hydraulic turbines and generators and generators for 
-diesel sets are expected to be produced during the Third Plan. 
Annual output worth Rs. 25 crores is aimed at. Another heavy 
electrical equipment project is being set up with Soviet assistance 
at Ranipur, Hardwar, to manufacture steam and hydro turbines 
and generators, large-«ized industrial motors, etc. Project re¬ 
ports have been accepted in respect of heavy power equipment 
project, Ramaehandrapuram, near Hyderabad (capital cost Rs. 3*3 
entires), and high pressure boiler project TiruchirapaJli costing 

28 crores. 

, Brndnstaa Steel Plants 

The Second Five-Year Plan envisaged the construction of 
Ukree fkUsts of one mflUea tone ingot capacity ^b in the public 
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sector. Kourkela (Orissa) plant which is estimated to coat 
Bs. 177.86 ciores and produce 7,^,000 tons was put into opera* 
tion in February 1959. The second plant, located at Bhilai 
(Madhya Pradesh), is estimated to cost about Bs. 145.57 crores, 
and is expected to produce 7,70,000 tons. This was also put into 
operation in February 1959. The third plant has been establish¬ 
ed at Durgapur (West Bengal) and is expected to cost Bs. 116.77 
crores and is estimated to produce 7,90,()00 tons. The blast fur¬ 
naces at each of the steel plants will have a daily capacity of 
1,000 tons of pig iron. Scope for further expansion in subsequent 
years has been provided. Thus, the Bhilai plant provides for 
ultimate expansion to 2.5 million tons of ingots per annum and 
Bourkela and Durgapur plants for expansion to 1.25 million tons 
of ingots each. 

The other State enterprises are the Housing Factory near 
Delhi, a Penicillin Factory at Pimpri near Poona, a D.D.T. Fac¬ 
tory, Telephone Cable Factory at Rupuarainpur in Burdvvan 
Distribt (West Bengal), National Instrument Factory at Jadav- 
pnr in Calcutta, Hindustan Aircraft, Mandi Salt Works and Rare 
Earth Factory, and Newsprint Factory (Madhya Pradesh). 
The^e were expanded in the Second Plan period and another 
D.D.T. plant was establislicd at Alwaye in Kerala, A sum of 
Rs. 15 crores has been earmarked to enable the National Indus¬ 
trial Development Corporation to foster tlie production of heavy 
industrial machinery. An agreement was reached in 1957 with 
the Government of IJ.S.S.R. for assistance in establishing heav5" 
machine building plant, a coal moving machinery plant and an 
optical glass factory. 

The total investment in all the 49 indu/strial and commercial 
concerns in the public sector was of the order of Rs. 1,372 crores 
at the end of 1962-63. The Hindustan Steel Ltd., involving an 
investment of Rs. 724 crores, incurred in 1962-63 a loss of Rs. 23.9 
crores. Of other 29 running concerns, 27 concerns earned a net 
profit of Rs. 15.20 crores. Taking a projected outlay of Rs. 3,200 
crores during the Fourth Plan, the public sector would occupy 
a commanding position in organised industry and commerce and 
enable the State to determine the character and functioning of 
the economy as a whole in order that it may march towards the 
eventual establishment of a socialist economy. 

Lidustrial Development 

We can say that the 17-year period after Independence has 
witnessed very striking developments in the industrial sphei'e.' 
Appreciable progress has certainly been made and, more import¬ 
ant than that, several developments of far-reaching importauce 
have occuri'ed which have laid firm foundation on which 
and quick development can reasonably he expected. e 

Davelopm«Bt 1947-1990 

The fiftit that strikes in this regard is that the period falls 
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into twi broAd pbttM: the ih«t, £rom 1947 to 1950 during which 
industrial |)rodaction pn the whole was more or loss stagnant; 
and the sspondr from 1951 onwards, when we have had continu¬ 
ously rising production. Several factors were responsible for 
the initial crises of industrial sphere. The main one among 
them were; the difficulty of securing replacements for badly de¬ 
preciated plant and machinery, serious labour unrest, the Liaquat 
Ali Budget of 1947-48 which placed unduly heavy tax burden on 
industry and the general cry of nationalisation of industries 
coming even from responsible leaders, near collapse of the capi¬ 
tal market, existence of vaxatious ocoiiomic controls, raw materi¬ 
al difficulties arising out of Partition, serious transport difficul¬ 
ties and the lack of initiative and enterprise on the part of 
industrialists. Consequently industrial i)roduclion failed to rise 
—index of industrial production (1946=100) actually fell to 97.1S 
in 1947 and after improvement in 1948 (108 4) fell again to 105.7 
in 1949 and 105.0 in 1950. 

Development Sinee 1950 

During the second phase, which coincides with the jicriod of 
Five-Year Plans, there has been a striking development of indus¬ 
tries in ways more than one. The volume of industrial produc¬ 
tion has risen appreciably; the index of industrial production 
(base year 1951=100) rose to 180.6 in daimary-Oetober 1961, as 
against 167.8 in January-Oetober 1960, 140 in 1958, 137 in 1957 
and 133 in 1956. The average general index of industrial pro¬ 
duction (base: 1956=100) rose to 129 8 in 1960, to 139.3 in 1961, 
149.8 in 1962 and to 164 9 in 1963. Th(‘ overall increase in output 
was rendered possible, inter alia, by (i) greater availability of 
basic supplies such as coal, steel, power ajid transport, (ii) im¬ 
proved supply of raw ,iute and (iii) appreciable additions to 
capacity coupled with an imin’oveTneiit in the utilisation of exist¬ 
ing installed capacity in a number of industries. The national 
emergency necessitated is'orientation of the indu.strial pattern 
with the highest priority a<'eord<‘d to indiistrie's Ijaving a direct 
bearing on defence efforts. 

Despite foreign exchange difficulties and other limiting fac¬ 
tors, the rate of industrial growth in 1964 has been maintained 
roughly on the same level as in 1963 During .Tanuary-Septem- 
ber 1964 the index of industrial productioji increased by 11 
points, as compared with tlie eon‘es])onding period in 1963. Im¬ 
portant sectors of the economy, such as automobiles, machine 
tools, electrical and industrial machinery, HM-orded a substantial 
increase in output during the year. Indicative of the activity 
on the industrial froqt wa.s a larger number of applications for 
industrial licences during the year. Over 1,000 proposals for 
fietting up new industrial ventures in various States or for expan- 
mon of existing units were approved during the year. 

Another noteworthy feature of the Indian industrial develop¬ 
ment of the past decade is that this development has largely been 
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k respect of bulk capital aod prodwers’ goodi iadnctriOB, espe¬ 
cially machinery and engineering industries. In this way the 
lopsided ebaracter of our industrialisation has been reetifled to 
some extent and there has been a oonsiderahle diirersificatioa too 
in the country’s industrial production. With the completion of 
the three new steel plants the total finished steel capacity has 
increased to about 4.5 mn. tons as compared with only 1 mn. tons 
at the beginning of the First and 1.3 mn. tons at the beginning 
of the Second Five-Year Plans. 

Production in the existing major industries like cotton tex¬ 
tiles, jute,, sugar and salt has greatly increased, though there have 
been considerable variation from year to year. As against 3,720 
mn. yards of cotton mill cloth in 1951, its production rose to 
nearly 5,000 mn, yards in 1961; production of sugar has increased 
from 11.2 lakh tons in 1950-51 to about 30 lakh tons in 1960-61. 
The increase in the production of jute manufactures has been 
relatively moderate—^from 8.2 lakh tons in 1951 to 10.7 lakh tons 
in 1960-61. 

There has also been a considerable incre>ase in the produc¬ 
tion of essential industrial materials like cement, coal, aluminium. 
The production of cement rose from 27 lakh tons in 1950-51 to 85 
lakh tons in 1960-61 and that of coal from 32 mn. tons in 1950 
to 51.8 mn. tons in 1960. The country’s industrialisation has been 
put on firmer basis by the development of industries manufactur¬ 
ing industrial machinery. An idea of the progress made in this 
respect may be gained from the fact that the aggregate value 
of all kinds of industrial machinery produced in the country rose 
from Rs. 11 croros in 1951 to about Ks. 79 crores in 1958. The 
corresponding figures for electrical equipment are Rs. 20 crores 
and 71 crores respectively. Much of the equipment required 
by the railways is by now available from indigenous Iproduction. 

Many other gaps in industrial production have also been fill- 
;©d or are being filled with the establishment of several new in¬ 
dustries like heavy electrical equipment and chemical industrie.s, 
iucluding heavy chemicals, drugs and pharmaceuticals, and ferti¬ 
lizers. In a number of newly-started industries, their import 
component has been steadily reduced. 

Some progress has also been made in replacement and 
modernization of some of our old industries, notably in jute and 
cotton textile industries. 

The manufacture of a number of new products has been esta¬ 
blished in the country for the first time. These include industrial 
boilers, milling machines and other types of machine tools, indus¬ 
trial explosives, sulpha and antibiotic drugs, D.D.T., newsprint, 
etc. 

In short, there has been a broadening of the industrial base 
through additions to existing capacity, diversification of-indus¬ 
tries into related fields of manufacture and the establishmrilt of‘ 
entirely new ranges of production. 



, SOME mson mrnBTmm 

Another important featnre of ttie last deoade's indimtriil 
development is the striking exte&sloa and improveinaittt <ii fstii* 

and institntions for i^nstrial finance. Without going into 
their details, we may only mention the various financing institu- 
tiona which have either been set up during the past decade or if 
existing already the scale of their operations has been greatly 
enlarged. Industrial Finance Corporation, National Industrial 
I^velopment Corporation (set up in 1954), Industrial Credit and 
divestment Corporation of India (1955), National Small Indus¬ 
tries Corporation (1955) and State Finance Corporation in almost 
all States. 

A review of the last decade’s progress in the industrial sphere 
in the country would not be complete if pointed reference were 
not made to the tremendous expansion in the facilities for techni> 
cal training within the country. A large number of engineering 
and technological colleges have been opened and the intake of 
trainees in the existing technical institutions has been greatly 
stepped up. BesideJ^, under one or the other technical co-opera¬ 
tion project, a considerable number of Indian technicians have 
been visiting advanced countries for learning the technical know¬ 
how there. In these ways, yet another weakness of and impedi¬ 
ment to further industrial advance is being steadily removed and 
the industrial progress in the country is being put on a firmer 
footing. 

Nor should we omit the considerable development that has 
occurred during the last decade in village and small-scale indus¬ 
tries. Between 1950-51 and 1960-61, the production of handloom 
cloth is estimated to have increased from about 742 mu. yards to 
about 2,125 mn yards (i.e., about three times), of khadi from 
about 7 mn, yards to about 60 mn. yards (i.e., about 11 times) 
and of raw silk from about 2 mn. lbs. to about 37 mn. lbs. (ie., 
18 times). 

The production of a number of small-scale industries like 
builder’s hardware, hand tools, sewing machines, electric fans 
and bicycks also registered really remarkable increase during 
this phase. Several types of facilities for their further develop¬ 
ment have also been provided during this period. For example, 
Small Industries Service Institutes have been set up in all States. 
In addition a large number of extension centres have been esta¬ 
blished in association with these iudnstries. About 60 industrial 
estates, comprising about ‘700 small factories, are expected to 
have been set up by the beginning of 1961. 

Yet another important development in the industrial sphere 
during the last decade has been the increasing role of the Qovmm- 
ment in the oounlary’s industrialisation. Under the Five-Year 
Plans, many large industrial enterprises (like the Sindri Fertili¬ 
ser Factory, the Chittaranjan Locomotive Factory, the three b% 
steel plants) have been started in the public sector. 

During the last decade, under the fist two Five-Year Plants 



IK0UN £00K0SIX0S 


hMiVe taken rapid strides in this respect. Prior to the plan* 
xdltg the industriai^ development that had taken place was 
only one-sided, that is, in respect of a few consumers’ goods in¬ 
dustries only, while the capital and heavy goods industries had 
not even been begun. During the last decade or so, industrial 
structure in India has been widely diversified. A large nuraW 
of new industries like petroleum refining, steel making, ship¬ 
building, aircraft manufacture, locomotive and wagon-building, 
manufacturing mechanical and electrical engineering goods, drugs 
and pharmaceuticals, chemicals, automobiles, fertilisers have 
sprung up to strengthen the industrial base of the country. There 
has also .been a reorientation of the Government’s induslriai 
policy. 

On the whole, the progress in respect of industrialisation has 
been quite gratifying. With two Five-Year Plans successfully 
earned out, India has now reached a stage when she can success¬ 
fully break off the shaekles of predominantl.v agrarian economy 
and put herself or the high road to modern indristrial progress. 

Drawbilcks 

In spitt* of all the industrial progress tuadi* during recent 
years, there have been many inadequacies and draAvbaeks in our 
industrial structure. The following are the prineipal draw¬ 
backs :— 

In the first place, eousidering the size of the country, its huge 
population and its vast and varied natural resources, whatever 
industrial development has taken place is yet mei^e and inade¬ 
quate. India’s backward position in industrial development can 
be judged from the fact that, at the end of the Second Plan in 
1960-61, factory establishments will account for only 10% of th. 
National Income. Moreover, employment provided by factory 
establishments at the end of the Second Plan would be about 4 
million only or only about 2'/( of the working poimlatioii. Thus 
we see that total production and employment in industries is yet 
very small. 

The second major drawback in the industrial development of 
our country is that regional distribution of industries is exceed¬ 
ingly uneven. On the one hand, there is a disproportionate 
growth of large-scale industries in a few areas, and on the other, 
a virtual absence of such industries in the greatest part of the 
eoiititry. Most of the large-scale industries are located in West 
Bengal and in Maharashtra and Gujarat. Even in these States, 
industries are concentrated in a few big cities. For example, in 
Maharashtra State, there is concentration of industries in a few 
centres such as Bombay, Poona, Kolhapur and Sholapur; the re¬ 
maining hinterland is very much under-developed. What is, 
worse, new^ industries have a natural tendency to gravitate to 
regions^ which are already well-developed. The excessive -oon- 
eentration of industries in particular areas has unwelcome con- 
soquenees in both the social and the economic fields. What i» 
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auigef it perpetmUu tlk« baolmrdxiasB of otbor roi^kiRO/ It iSr 
tUterefooro, ossential that Hie dot^opment mclei moat be diffused 
as widely as possible. It is heartening to note that the Third 
Plan lays special stress on this aspect o£ development. It 
stressed there that, while in the seleetion of sites for basic capital 
and producer goods industries, proximity to raw materials and 
other economic factors generally have to be decisive, yet there 
is a wide range of consumer goods and processing industries in 
which it is possible to foster a regional pattern of development. 

Obsolete and Wom-ont BSaohinery. Another major defect 
in our industries is that in most of the old industries such as cot¬ 
ton, jute, sugar, machinery is completely worn out and outdated. 
This has increased the cost of production and reduced labour 
efficiency. During the war, while plants w<*re heavily ovenvork- 
ed, replacements could not be imported. Increased cost of pro¬ 
duction has raised the price of the produces and thus has adverse¬ 
ly affected the competitive power of these industries in the for¬ 
eign markets. If wc want to lower their i)rices and expand ex¬ 
ports, modernization and rationalisation in them is absolutely 
essential. In recent years, rationalisation to modern machinery 
has been effected in industries like cotton textiles and jute, but 
much more still remains to be done. Difficulties of imports and* 
lack of financial resources to buy them must be solved. Labour 
need be convinced that rationalisation would not work against 
them. 

Inadequate and Defective Organization. Inadequate and 
defective organization of finance in the private sector is yet an¬ 
other defect. There are no industrial banks in our country and 
the attitude of commercial banks has been one of indifference. 
The finance to our existing industries has been provided by the 
managing agency system, which is full of defects and has very 
detrimental effect on industrial <levelopment. Thanks to the* 
setting up of such institutions as the Industrial Finance Torpora- 
tion, the National Industrial Devolop)uent Corporation and the 
Industrial Credit and Investment Corporation of India, a sound 
beginning has been made in providing long-term finance for in¬ 
dustries. There is a need for further augmenting the resources 
of these institutions, so that they may supply adequate finance to- 
industries in the private sector. 

Dependence on Foreign Exchange. Our industries still conti¬ 
nue to face the difficulties of foreign exchange, particularly for 
the import of raw materials, comj)onents and producer goods. 
Due to a number of technical and economic co-operation pro¬ 
grammes and agreements entered into with different countries., 
the Government has been able to license import of capital goods, 
machinery and equipment for the expansion of existing industries 
and the establishment of new industries. But the situation with 
yefi^d to imports of raw materials and components is far fronr 
satisfactory. 

IdiBlted Foraign Frivste Oapital Partlei|Mitioiii. The volume* 
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of foreign |»riTate capital partkiipataoii in the mdostri^ deyelop> 
ment of the country is rather small. Ont of the total investment 
of about Bs. 7,0CK) crores in the Second Plan, it is estimated that 
foreign participation will be of the order of Rs. 150 crores. In 
the Third Plan period, an inflow of Rs. 300 crores of foreign capi¬ 
tal is anticipated. This is just less than 3 per cent of the total 
outlay. The need of the hour is to create conditions that will 
be conducive to the flow of a large volume of foreign capital into 
the country. 

Inefficient Management. In industrially advanced countries, 
there has taken place, in the last fifty years, a great change in the 
management policies and i)raciiee8 or what is now called 
^‘Managerial Revolution.” But in India, we, at present, are faced 
with conditions which existed in those countries fifty years back. 
Our management is yet quite inefficient and ignorant of modem 
management practices and policies. Increased industrial produc¬ 
tivity and good management-labour relations cannot be achieved 
without skilled and efficient management. It is heartening to 
note that N.P.C. (National Productivity Council) has been taking 
keen interest in educating management for the last two years. 

Although industries in India have made good progress, yet 
the quality of the products produced, in most cases, is below 
-standard. There is a need for qualitative improvement in the 
production techniques, apart from quantitative achievement of 
the targets. 

Industrial Unrest. In spite of the be.st efforts, legislative or 
M>therwise, made in the past, there is yet no sign that the era of 
industrial peace has drawn nearer. There are frequent indust r' 
disputes involving a great loss of man-days. Many foreign ob¬ 
servers have expressed the opinion that for a countijy which is 
virtually in its first stages of industrialization, India is somewhat 
excessively strike-minded. This is a pity considering that this 
country requires a long period of industrial peace in order to 
build up its economic edifice. 

Bationalisaticn of Indian Industry 

Indian industries, specially cotton and jute mill industry, 
urgently need replacement and modernization of plants. The 
plants are generally obsolete, unbalanced, and have been exces- 
■sively worn out due to extra strain during the Second World War. 
There are three main arguments put forward in favour of ratiom 
jilisation: (i) to meet foreign competition; (ii) to make-up arrears 
of repairs and replacements; and (iii) rising labour costs. 

Replacements are overdue because, during the depressed 
-thirties, the mill owners could not afford it and then, during tjhie 
Second War and after, plants were over-worked and replaeenient*| 
4;ould not be imported. In the recent years, strong labour^ oppoflS- 
tion has stood in the way. Labour costs have gone up ow^g>|b 
progressive labour legislation. Due to competition 4^1^ 
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in textiles and from Pakistan in jnte mannfaetares the need for 
modemization has become all the more imperatiTe. It is needed 
to improve the competitive strength of these Indian industries. 

The Jute Industry Inquiry Commission recommended in May 
1954 highest consideration of problems of rationalisation of jute 
industry. The Commission estimated the cost at Ks. 50 crores. 
For the rationalisation of cotton textile industry, a sum of Bs. 300 
crores is required. 

Labour is opposed to rationalisation on the ground of dis> 
placement of labour consequent on the replacement of ordinary 
looms by automatic looms. Labour’s indeed is a short-sighted 
view. Labour will, no doubt, be displaced but this displacement 
can be minimised through a phased programme of rationalisation. 
It has necessarily to be gradual in view of huge finances requir¬ 
ed for the purpose. If rationalisation is not effected, export 
markets will be lost and even home market will be invaded by 
foreign goods. This is bound to lead to the closing of mills and 
there may be then much greater unemployment. , 

From teachings of economic theory, we learn that displace¬ 
ment of labour is only a passing phase when modern machinery 
is introduced. Ultimately greater scope for employment of 
labour is created. But it must also be ensured that labour has 
its due share out of increased profits due to rationalisation. Hence 
the rational approach (which will also be a national approach) 
is not to obstruct efforts at raising efficiency and bringing about 
economic development. 

The Union Ministry of Labour has prepared a model agree¬ 
ment to guide employers in regard to rationalisation. Among 
other ihijigs, the draft agreement provides for mutual consulta¬ 
tion and co-operation between management and labour to facili¬ 
tate implementation of rationalisation schemes in various indus¬ 
tries. 

The agreement provides that before any technological change, 
which may result in the diminution of the number of employees, 
is introduced, the management shall give reasonable notice, rang¬ 
ing from three weeks to three months, to the workers’ union of its 
intention to effect the change. The notice shall contain full in¬ 
formation regarding the nature of the proposed change, approxi¬ 
mate date of such change, proposed duties of worker^ concerned 
and job assignment and expected earnings. 

Bepres<»ntatives of labour and management shall, thereafter, 
meet and discuss the proposal. The workers’ union shall, within 
a week after the discussion, submit ita views or proposals to the 
employer. If there is agreement between the parties, the em¬ 
ployer may introduce the chanps on the date agreed upon by 
them. If, as a result of the introduction of the technologicd 
change, some employees are likely to be rendered surplus, the 
draft agreement provides that steps should be taken to expand. 
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if possible, the activities of the plant or the nail of production 
so as to absorb these persons. 

No employee should be retrenched if other jobs are available 
in the same plant or under the same employer, which carry a com¬ 
parable salary, subject to the fitness of the employee for the* 
alternative job. Steps sliould also be taken by the employer to 
train such employees for making them suitable for the alterna¬ 
tive job. In case of retrenchment, the agreement lay.s down that 
the management shall post notice in tlic department which will be 
affected, inviting volunteers for retrenchment on payment of the- 
retrenchment compensation due under tlie Industrial Disputes 
Act, 1947.’ The agreement jirovides that retrenched employees 
shall have preference for employment under the same employer. 

The agreement also provides for the maintenance of a panel 
of arbitrators acceptable to both parties by the employer to which 
the disputes may be referred. 

The Indian Labour Conference lield m July 1957 agreed to 
three esnditiona for rationalisation* (a) No retrenchment or loss 
of earnings of the existing employees; (b) equitable sharing of 
benefits of rationalisation between the community, the employers 
and the workers; and (e) a proper assessnumt of work load should 
also be made. 

The Conference also agreed that the Coverjiinent should 
make arrangements to ensure that the measures of rationalisation 
Tchich do not serve the real economic interest of the «'ountry 
should be avoided. This would require the employers to take 
what might be called a “certificate of fitness’’ from the (iovern- 
ment before undertaking rationalisation 

Industries under the Five-Year Plans 

In all plans of economic development, industrial planning 
naturally occupies a very important place. The Bombay Plan 
was even charged with partiality towards the development of in¬ 
dustries rather than agrieultuiv* The Planning Commission in 
their report have also given much attention to the problem of 
industrial development in India. After making a rapid review 
of the existing industrial structure, war and post-war develop¬ 
ment of industries and of industrial organisation and manage¬ 
ment, they have made a number of important recommendations 
including the removal of lacunae and drawbacks in the exbting 
industrial structure. 

Considering the resources available as well as the require¬ 
ments of the country, the Commission recommended the following’ 
order of priority in the matter of industrial development in th& 
First Five-Year Plan;— 

(1) Fuller utilisation of existing capacity in producer goods^ 
industries like jute and consumer goods industries dike cotton tt*- 
tfies, sugar, soap, etc. 
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(2) Expansion of the productive capacity of producer 
industries like steel, cement, fertilisers, heavy chemicals, machine 
tools, etc. 

(8) Completion of industrial units on which a part of the 
capital expenditure has already been incurred. 

(4) Establishment of new plants which would lend strength 
to the industrial structure by rectifying the existing lacunae and 
drawbacks. 

Since the bulk of the resources at the command of the Gov¬ 
ernment were reserved for the development of agriculture, irriga¬ 
tion and power, the development of industries was made largely 
the responsibility of the private enterprise subject to the overall 
control of the State necessary to achieve the objectives of the 
Plan. The intention is that the two sectors should work in 
harmony and the private sector should submit to the discipline 
of planning and should accept the objectives laid down by the 
planning authority. 

• 

The Commission fixed targets of production and installed 
capacity to be achieved by major industries by 1955-56. These 
targets were fixed after carefully assessing the availability of 
materials, capital equipment, and the absorptive capacity of the 
market. The total capital investment, exclusive of the estimated 
expenditure of Rs. 150 crorcs on replacement and modernisation, 
necessary for industrial expansion in the private sector, was esti¬ 
mated at Rs. 233 crores. Of this sum 80% was in respect of capi¬ 
tal goods and producer goods industries. 

In addition to enterprises in the private seetor, there were 
also to be State enterprises though few in number but great in 
economic* significance. The total expenditure on the projects in¬ 
cluded in the First Five-Year Plan amounted to Rs. 94 crores 
(Rs. 83 crores by the Central Government and Rs. 11 crores by 
the States). The Plan also envisaged participation by private 
capital in certain projects to the extent of Rs. 22 crores. Among 
State enterprises may be mentioned the Sindri Fertilizer Factory, 
the Chittaranjan Locomotive Works, the Dry Core Cable Factory, 
All-Steel Coach Factory, and the various enterprises for the pro¬ 
duction of machine tools, telephone equipment, mathematical 
instruments, etc. Among enterprisew under the jurisdiction of 
the State Governments those worth mentioning are a factory for 
the manufacture of Newsprint in Madhya Pradesh and one for 
nitrogenous fertilizers in Mysore. During the First Plan period, 
the annual turn-over of diverse types of industrial machinery r{«je 
from about Rs. 3 crores per year in 1950 to Rs. 23 crores in 1955. 
The imports of such machinery, howt‘ver, remained between Rs. 72 
and 80 crores. 

The Second Five-Year Plan sought to remove the defieienciefi 
in the industrial sector revealed by the experience of the First 
Flan. The most important single deficiency was the low level of 
steel production which is being met now by setting up of three 
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new steel plants in the public sector and the ea^pansion of the 
eapaeitj of existing producers. While the main emphasis dui^ng 
the l^st Plan period was on fuller utilisation of existing capacity^ 
the main emphasis in the Second Plan was on the expansion of 
capital and producer goods industries with a view to firmly lay¬ 
ing the foundations of industrial progress. 

In order to ensure a steady improvement in the standards of 
productivity, efiScieney and management, the Commission recom¬ 
mended the establishment of Development Councils of each of 
the major industries consisting of representatives of industry, 
labour and technical management. Besides advising the Govern¬ 
ment, the functions of these Councils will be to (i) recommend 
targets of production for securing fuller utilisation of installed 
capacity; (ii) suggest norms of efficiency with a view to eliminat¬ 
ing waste, obtaining maximum production, improving quality 
and reducing cost; (iii) recommended measures for improving 
the working of the industry, particularly of the inefficient units; 
and (iv) help in devising a system of distribution and sales which 
would 'fealisfy the consumer. It is thus hoped that the industries 
will be regulated by discipline from within and the joint efforts 
of all concerned. This will obviate amateurish intervention and 
irritating regulation from without. The responsibility of fulfil¬ 
ling the targets has been placed squarely on the industry itself. 

The growth and diversification of industry under the first 
two plans have been remarkable especially under the Second 
Plan. During this period three new Steel Plants were set up 
and the two existing ones doubled. Foundations were laid of 
the heavy electrical and heavy machine tools industries, heavy 
machine building and other branches of heavy engineering and 
the production of machinery for cement and paper industries 
started for the first time. The progress in the chemical indus¬ 
tries was on a wide front leading not only to larger units and 
greatly increased output of'basic chemicals such as nitrogenous, 
fertiliser, caustic soda, ash and sulphuric acid, but also to the 
manufacture of a number of new products such as urea, ammo¬ 
nium phosphate, penicillin, synthetic fibres, newsprint, dye-stuffs, 
etc. The output of many other industries increased substantially, 
e.g., bicycles, sewing machines, telephones, electrical goods, tex¬ 
tile and sugar machinery. New skills were learnt by workers, 
and a large and growing class of industrial managers came into- 
being. Consultant organisations have also been springing up. 
Organised industrial production practically doubled in these ten 
years; the index of industrial production rose from 100 in 1950- 
61 to 194 in 1960-61. New industrial townships and factories 
sprang in the neighbourhood of the main cities. In order to* 
bring about a balanced regional growth of the country, dispersal 
of industry was effected by giving preference in the location of 
public sector projects to relatively backward areas wherever pos¬ 
sible. Similarly in the licensing of private sector projects tW 
claiins of under-developed regions were generally kept in view 
Ml fag as, posrible. 
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Roweretf there were some large shortfalls. For mstfuace^ the 
eomhined output of the three steel plants was only 6 lakh tons as 
against the target of 20 lakh tons. The production in the Tata 
Iron and Steel Works also fell short of the target. The expan¬ 
sion of the Sindri fertiliser factory could not be completed within 
the scheduled time. The completion of three new fertiliser fac¬ 
tories at Nangal, Neyveli and Rourkela was delayed by a couple 
of years. Similarly the Heavy Kleetrical Project at Bhopal was 
delayed. The heavy machinery, the mining machinery and foun¬ 
dry forge projects too have lagged behind. This highlights the 
importance of advance planning. 

The overall fixed investment on public sector projects during 
the Second Plan came to Rs. 770 crores as against the original 
estimate of Rs. 560 crores. The investment in the private sector 
was Rs. 850 crores. The total outlay in the public sector on in¬ 
dustries and minerals in this decade amounted to Rs. 974 crores. In 
addition Rs. 175 crores were spent on village and small-scale indus¬ 
tries. , 

Development Programme under Third Plan 

The main emphasis in the Third Plan is on the establishment 
of basic capital and producer goods industries—with special em¬ 
phasis on machine building programmes—and also the acquisition 
of the related skills, technical know-how and designing capacity 
so that in the following Plan periods the growth of the economy 
will become self-sustaining and increasingly independent of out¬ 
side aid. The priorities have been laid down as follows: 

(i) Completion of unimplemented or deferred Second Plan 
^ projects, 

(ii) expansion and diversification of capacity of the heavy 
engineering and machine building industries, casting 
and forgings, alloy tool and special steels, iron and 
steel and ferro-alloys and step-up of output of ferti¬ 
lizers and petroleum products; 

(iii) increased production of major basic raw materials and 
producer goods like aluminium, mineral oils, dissolving 
pulp, basic organic and inorganic chemicals and inter¬ 
mediates inclusive of products of petro-chemical origin; 
and 

(iv) increased production from domestic industries of com- 

> modities required to meet essential needs like essential 

drugs, paper, cloth, sugar, vegetable oils and housing 
materials. 

The development programmes for industries and minerala 
envisaged under the Third Plan entail an outlay of about Rs. 2,99S 
crores. The foreign exchange component is placed at about 
Bs. 1,338 crores. 

The development programmes for industries and minerals m 
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tke Third Plan in both public and private seotom are estimated to 
eost Bs. 2,993 erores (Bs. 1,808 erores publie and Bs. 
erores private), l^e private sector is al^ expected to spaid 
Bs. 150 erores on replacements and modernisation. Besides, a 
total provision of Bs. 264 erores has been made in the public sec¬ 
tor for the development of village and small industries. Invest¬ 
ment in the private sector on these industries is expected to be 
Bs. 275 erores. 



c™xix 


Industrial Finance and 
Management 


Finance is the life-blood of industry. Adequate finance is 
absolutely necessary to oil the wheels of the industrial machine, 
to ensure its smooth working, to prevent its breakdown. Lack of 
adequate and timely finance is one of the causes of slow develop¬ 
ment of industries in India. 

The problem of industrial finance may be studied in connec¬ 
tion with (a) the small-scale and medium-sized. industries; and 
(b) the large-scale or organized industries. 

. Financmg of Small Industries 

(a) Industrial Finance in Bnral Areas. The small producer 
requires finance for the purchase of raw material to meet the 
expenses of production and final disposal of the goods. 

In the rural areas, capital is extremely unorganized, and as 
a matter of fact much capital is not available. The village * 
moneylender is the one basis of thrift in the vast desert of extra¬ 
vagance. The small ])rodueer being poor and unable to oflPer 
jgood security, the funds of the moneylender do not flow towards 
him except at exorbitant rates. “Every advantage is taken of 
debtor’s illiteracy and helplessness."' F’urther, in the rural areas, 
there is a greater predilection in favour of investment in land 
or in jewellery or the money is simply hoarded The co-opera¬ 
tive banks confine their activities to current agricultural finance 
and can ill-afford to spare any money for local industrial enter¬ 
prises. The local industries, therefore, practically starve for 
lack of funds, or they have to pay unduly high rates. 

(b) Industrial Knaace in TTrban Centres. In the cities, 
capital is better mobilized. In almost every city, there is a branch 


1, Beport of tl»e Bombay Baokiag Enquiry Committee, 1931, p. 136. 
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of some joint-stock bank. The position has considerably improv¬ 
ed in recent years for a large number of banks have been floated. 
'But^tbe requirements of finance in the urban areas, both for the 
cObttage worker and the middle-sised industries, are also greater. 
Their operations are on a large scale and more funds are' required 
to sustain them. 

To afford financial help to the cottage worker, a number of 
middle-men, besides the ordinary sahukar, have appeared on the 
scene. The mahajan gives a cash loan, and if he is also a dealer 
in raw material, he supplies it on credit. The mahajan takes full 
advantage of the poverty and isolation of the artisan and charges 
a high price for thia accommodation. According to the Punjab 
Banking Enquiry Committee, the Punjab weavers had to pay 
12i% to 37%. These rates are certainly too high for any indus¬ 
try to bear. 

The medium-sized industries fair no better. Although they 
are started by men of substance, yet they too often need assis¬ 
tance. The indigenous bankers, lending on personal security, 
charge high rates ranging from 9 to 15%. The joint-stock banks 
advance loan against fixed capital to the extent of 20 to 30% of 
the estimated value of the property and machinery, and against 
stock to the extent of 70%. The terms on which the banks lend 
are regarded as inconvenient and irksome. “There is no doubt 
the small entrepreneur.... is hampered seriously by the lack of 
banks and of finance at reasonable rates.”^ 

Another source of financial assistance is the State. The State 
Aid to Industries Acts are in operation in all the States. But 
the experience of the State loans has not been a happy one, for a 
large number of such loans became frozen and had to be written 
off. A Government loan with its elaborate formalities gives un¬ 
welcome publicity. The industrialists are jealous of tneir credit 
and avoid the inquisitorial gaze of the Government officials. Nor 
are the Government officials competent to judge an industrial pro¬ 
position and the credit worthiness of a party. Although the 
State Governments are primarily concerned with the development 
of small-scale industries, financial assistance is given by the 
Centre for specific schemes to supplement the efforts of the State 
Governments. This Central assistance by way of loans and 
grants has been steadily increasing. This amounted to Rs. 6.2d 
erores in 1962-63 (budget). For the Second Five-Year Plan 
period as a whole, the Centre’s assistance to States and Union 
territories for the purpose of making loans to small-scale indus¬ 
tries totalled Rs. 23.01 erores and Rs. 5.73 erores by way of 
grants. The assistance of the States for this purpose wa» 
Rs. 12.43 erores. 

In July 1960, the Government of India started a scheme for 
the guarantee of advances granted by specific banks and other 
financial institutions to small-scale industries. By the endr 


1. Beport of the Indoetrial Commi^on, 1938, p. 178. 
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March 1962, the guarantee organisation had accepted 2,285 appli¬ 
cations for Bs. 7.63 crores. The bulk of the appKcations was 
from the State Bank. In 1962, farther steps were taken to facili* 
tate the operation of the Scheme and to encourage credit msti- 
tutions to enlarge their advances to small-scale industries. 

The Commercial Banks also render some financial assistance.. 
But it is not significant. According to a survey of commereiai 
bank advances as on October 28, 1960, advances to small-^eale* 
industries were barely 6% of the total industrial advances. 

The State Bank of India has introduced a scheme for the co¬ 
ordinated provision of credit to small-scale industries. It put 
into operation in 1956, a ‘Liberalised Credit Scheme’ in order to 
assist the small industries as much as possible. Although the 
traditional safeguards would ordinarily be maintained, the rigi¬ 
dity of safeguards as well as administrative procedures would be 
relaxed in favour of small industrialists, who will receive help 
and guidance from the Agents of the Bank. With a view to 
making the ‘pilot scheme’ more effective, the State Bank (aj haa 
fixed interest on such advances at an all-inclusive rate not exceed¬ 
ing 6%, (b) has decided to make medium-term advances for 
period not exceeding 7 years for expansion and renovation, and 
(e) enlarged the list of commodities, against which advances may 
be granted. At the end of March 1962, 2,917 units were assisted 
and aggregate credit limits sanctioned amounted to Ks. 10.38- 
crores. Similar schemes sanctioned by the eight subsidiaries of 
the State Bank amounted to Rs. 3.72 crores in respect of 509» 
units. 

By an amending Act, the Reserve Bank bas been empowered’ 
to act as an agent of the Government of India in implementing 
the credit guarantee scheme intended to facilitate the grant of 
loans by commercial bank« and certain other financial institutions 
to small-scale industries. The Guarantee Scheme came into force- 
on July 1, 1960. The object is to enlarge the supply of institu¬ 
tional credit to small-scale industrial units by granting protec¬ 
tion to lending institutions against possible losses. The Reserve- 
Bank has also been empowered to extend medium-term loans to- 
the State Financial Corporations and other financial institutions 
notified by the Government of India. 

Finauemg of Large-scale Industry 

The large-scale industry needs funds for block or capital 
expenditure, i.e., for the purchase of land, erection of the factory- 
building, for setting up machinery, etc., and, in the case of a going 
concern, for extensions and replacements. Besides this, funds are 
also requited for the purchase of raw materials, for stores, for 
other expenses incidental to production and marketing, and for 
meeting the day-to-day requirements of the industry. This m 
known aa thC working capital. 
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•How tbeiy should bo flnaaoed 

Dr. Jeidels, a foreign banking expert who was corwult^d by 
the Central Banking Enquiry Committee, was of the opinion that 
not only block but also normal working capital should be furnish¬ 
ed out of the firm’s own initial capital/ But strict adherence to 
this view will prevent even many sound concerns from seeing the 
light of the day, for it is rare that au industrial concern in India 
has raised sufficient capital for both these purposes. 

The Central Banking Enquiry Committee held that an indus¬ 
trial coireern, having raised initial capital sufficient for block, 
could rely on commercial banks for the working capital and also 
temporarily for funds required for extension.* This is obviously 
placing too much strain on the commercial banks. 

The sound principle, however, seems to be that the concern 
should raise all .the initial capital for block plus that proportion 
of working capital which is permanently locked up, and, for any 
working capital required over and above this, it may rely on the 
banks to supply it. But this sound principle has been honoured 
in India more in the breach than in the observance, with serious 
consequences to the investor, the industry and the promoters 
themselves. There are not a few cases when the industrial con¬ 
cerns found themselves in financial difficulties shortly after start. 
The under-capitalization of the Indian industrial concerns is 
notorious. 

How they are actually financed 

The main sources are: (i) Shares and Debentures. Our in- 
ddstries raise the bulk of their share capital in the form of ordi¬ 
nary shares and the tendency in recent years has been to issue 
them in lower denominations. Debentures do not seem to be 
popular with the Indian investors, and the companies, too, hesi¬ 
tate to issue them for fear of losing credit. The various cause.s 
that limit the market for debentures in India are: heavy legal 
and stamp charges and underwriting commission, heavy transfer 
fee, limited return, no prospect of capital appreciation, frequent 
failures of industrial investments, practice of insurance, com¬ 
panies to invest in the gilt-edge, etc. The companies cannot, 
therefore, raise enough capital for their normal requirements. 

(ii) Managing Agents. The Indian public prefers to invest 
in Government securities and municipal or trust loans. Thus the 
paid-up capital often does not cover even the block. This makes 
the finances of the company precarious and throws them at the 
mercy of the managing agents and other financial houses. The 
managing agents buy bulk of the shares, advance money for ex¬ 
tensions, and also come to the aid of the concern in times of 
distress. We shall examine fully the role that the managing 
jigents play in our industries in a later section. 

1. Dr. Jeidela—Memorandum on Industrial Finftnce, Report of the Indian 
, CTentral BanJdncr Enquiry Committee, 1931, Vol. IV, p. 14d. 

Ibid., Vol. I, pp. 276, 298.99. 
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(iii) X>epofXts. There is aii<!>ther sooroe oi fuads, vijs., depo¬ 
sits from the public. This system is specially prevalent at Ahmed- 
abad. But deposits have been described as ‘fair-weather friend' 
and are likely to desert at the slightest stock of adversity. Be¬ 
sides, it is unsound to finance schemes of capital expenditure out 
of these short-term deposits. 

(iv) Cash Credit. Short-term loans, on the cash-credit sys¬ 
tem, can be obtained from the commercial banks on the security 
of stock and, in some cases, on the additional guarantee of 
managing agents. But the cash credit system fails during depres¬ 
sion, for either the amounts are recalled, which leads to forced 
sales accentuating the depression, or the mill-owners are asked to 
increase the security, which is not always easy. 

(v) Financial Assistance from Banks. Conflicting opinions 
were expressed before the Central Banking Enquiry Committee 
about the financial assistance given by our banks to industry. On 
the whole, it appears that our banks have been working on too 
rigid and orthodox lines to be of much use to the industry. * Their 
unwillingness to advance money on personal security or on the 
security of block, even though unencumbered, and their insistence 
on full backing of tangible and easily realisable security detracts 
from their utility to the industry. Hypothecation of stocks on 
which they generally insist, involving as it does a visible control 
by the bank, damages the credit of the party, and deters them 
from availing even of the very limited financial facilities provid¬ 
ed by the banks. “Industry in India is face to face with banks 
run on ideal lines.”^ 

There is no member of our banking system whose avowed 
aim is to help industry. The State Bank of India has its hands 
full with ordinary commercial banking business, and there aio 
not many other joint-stock banks which, by experience and fin¬ 
ancial strength, are competent to take up the task of financing 
the industries. The foreign exchange banks are busy in their 
own sphere, and do not feel interested in financing Indian indus¬ 
tries. The indigenous banks find the financing of trade and 
ordinary money-lending too profitable to turn to industries. Be¬ 
sides, the resources are insufficient to be of any substantial aid 
to industries. The Co-operatiVe banks are meant to help the 
agriculturists. Thus “no banking agency cultivates industrial 
relations.’” 

The Fiscal Commission (1949-50) came to the conclusion that 
the existing credit facilities offered by the commercial banks were 
hardly adequate to meet their growing needs.* 

The main features of the present industrial finance in Ind^a 


1. Indian CJentral Banking Enquiry Oonunittee (Minority) Boport, 1031, 
Vd. I, Part Jl, p. SS3. 

2. Dr. Jeidels—^Memoranduin oA lAdnstridl Finance, Beport of the Indi^ 

Central Banking Enquiry Committee, 1083, Vol. ZV, p.'lS4. ' 

, ja. , F^acfd ponnnisplna Z040'j5O|, p< 240. 
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oftn thus be summariied: (i) Faciliiiee for indtiatriftl finanee 

are utterly inadequate, there being no industrial banks oc issue 
houses and till recently no special financial industries. 

(ii) Not only are the existing sources inadequate but also de¬ 
fective. For instance, the managing agents exact too heavy a 
price and deposits are fair-weather friends. 

(iii) The charges for financial accommodation are exorbitant 
and no industry can bear such a heavy charge. 

(iv) The role played by the State is insignificant. The State 
Aid to Industries Acts have not proved very fruitful. 

•Causes of Shortage 

One of the handicaps to industrial development in India has 
^>'een a shortage of industrial finance. The reasons for this are 
not'far to seek. Below we may notice the important ones among 
them:— 

(i) To begiii with, the rate of savingB in the country has 
1)000 very small, owing obviously to the meagre annual produc¬ 
tion in the country. Savings are after all the excess of produc¬ 
tion over consumption. When production hardly suffices for 
consumption at the lowest standards, how can we expect to save 
a comfortable margin! 

(ii) The hoarding habit is also responsible for shortage of 
finance. Whatever little saving is made is not usually forthcom¬ 
ing for investment in industries. It is, on the other hand, hoard¬ 
ed. That is why Indian capital has come to be described as shy. 

(iii) The capitalists have been much afraid of nationaliza- 
liiion of industries. In fact, there has been much loose talk even 
on the part of many responsible political leaders regarding the 
probability of most industries being nationalised. This fear has, 
however, been ill-founded. While the Industrial Policy State¬ 
ment made in 1948 and the provision in the Indian Constitution 
(Article 31) against nationalization with adequate compensation 
■should have set at rest any doubts on this score, the amendment 
of the Constitution in 1956 making the executive the final author¬ 
ity to decide what compensation should be paid has once again 
shaken the confidence of the investors. 

(iv) The ]^h level of taxation has also served to discourage 
^capital formation. In the earlier years sinee Partition, the Lia- 
quat Ali Budget of 1947-48 proved a serious hindrance to invest¬ 
ment in industries, owing to enhanced taxation. There is no 
doubt that the subsequent Finance Ministers have tried to undo 
the mischief done by the Liaquat Budget by providing several 
Tebates and concessions, but these are taking time to produce 
results. And in the meantime the higher level of taxation neces¬ 
sitated by the Five-Year Plans and the new taxes like the Estate 
, Duty, Wealth Tax and Capital Gains Tax have acted as * 

anoentive to saving and investing. 

(v> There has also been a idiift hi wealth dlstributlun hi tha 
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OomswoiilT'. Those classes, for example, the middle class, which 
were in the habit of savings and investing have been mined by 
inflation. The agriculturists and industrial labourers who’are 
now in a position to save are not accustomed to investing. 

(vi) There has been, in recent years, too much specnla^a 
activity in the stock exchanges, resulting in wide fluctuations in 
stock prices. This has naturally discouraged bona fide investors 
from investing in industry. 

(vii) With the beginning of the World War II, there started 
a mushroom growth of joint-stock companies. But very often 
such companies came to grief on account of the malpractices in- 
dulged in by unsmmpulotis managing agents. Many gullible in¬ 
vestors were thus ruined. This served as a serious deterrent to 
general investment. 

(viii) In recent years the various types of restrictions im¬ 
posed by the Ctovemment either by way of regulating and con¬ 
trolling industries or by way of protecting industrial labour have 
also discouraged investment. Recent labour legislation has plac¬ 
ed additional financial burden on the industries. 

(ix) Absence or inadequacy of proper financial mstitutions. 

Until recent years, we did not have proper institutions for pro¬ 
viding long-term finance for industries. We still do not have 
issufi houses, nor do we have investment trusts and unit trusto. 
There are no industrial banks either. Insurance companies were 
also required by law to invest a large proportion of their funds in 
Government securities and were, therefore, not in a position to 
supply large capital for industrial concerns. Commercial banks 
in India have also been keeping themselves severely aloof from 
finding long-term capital for industries; they have confined them¬ 
selves to working capital only. It is only in recent years that a 
number of financial institutions like the Industrial Finance Cor¬ 
poration, the State Finance Corporations, and the Industrial 
Credit and Investment Corporation of India have been set up. 
It will take some time before their scale of operations becomes 
large enough to meet the requirements of industrial finance in a 
rapidly developing country like ours. 

Remedies 

Among positive measures, the most important would be the 
quick and sound development of banking in^tutions in the coun¬ 
try. Farther, banking facilities to mobilize rural savings must 
be quickly extended, since the shift in the distribution of wealth 
has generally been to the rural areas. The Rural Banking En¬ 
quiry Committee (1949) made many valuable suggestions in this 
connection. The hoarding habit in the country must be fought 
vigorously. Saving drives should be organised among small* 
aavers, especially among women. 

To encourage a free flow of saviugs into desirable investments, 

the stock eatokanges must bo purged of tbtir speonlativo aotivitiM. 
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Company Law must be so amended as to elimiziate the ohann e g 
of i^aliKraotioee on the part of the managing agents. Ihveetaaent 
tnuts should be established to enable the investing public to 
diversify their investments and thus spread their risks, l^diu<- 
trial Development Oorporatione should be established for plan¬ 
ning, promoting and financing new industries and technical 
advice should be made available to industrialists. 

It is gratifying to see that measures on the above lines have 
either already been taken in recent years or are contemplated by 
Government, Company Law has been thoroughly revised (1956) 
and several financial institutions for the provision of industrial 
finance have been set up in recent years, e.g., the Iiultistrial 
Finanoe Oorporation, State Finanoe Corporations in Statea, the 
Kational Industries Development Corporation, the Indixstrial 
Credit and Investment Conmration of India, and the Refinance 
Corporation of India. 

The present arrangements have not been found to be ade¬ 
quate to stimulate investment in equities. In order to promote 
private investment in industrial equities and Government securi¬ 
ties and to facilitate larger flow of remittances from abroad, the 
Finance Minister announced in the Lok Sabha on December 24, 
1964 the following incentives: 

(1) A tax credit to individuals and Hindu undivided families 
subscribing to the equity shares, issued for the first time after 
December 23, 1964 by newly-established Indian public limited 
companies engaged in certain specified industries. The tax credit 
wall be at the rate of 5% of the value of the investment each year 
for a period of 4 years on investments up to Rs. 15,000, 3 per cent 
per year for the next Bs. 10,000 of investment, and 2 per cent per 
year for the next slab of Rs. 10,000. The concession will te grant¬ 
ed in the form of non-negotiable tax credit certificates issued to 
the share-holders for the amount of the tax-credit. 

(2) Exemption of individuals and Hindu undivided families 
from the unearned income surcharge on their income from intere.st 
on Government Securities. In such cases, interest on Government 
Securities will, however, be liable to surcharge as on earned in¬ 
come. This concession will be available for the assevssmeut year 
1965-66 and later. 

(3) Exemption of non-residents from tax on interest accru¬ 
ing on bank deposits in India out of moneys transferred from 
al]^oad. 

Suggestions for Improving Didustrial Finance 

The above survey of industrial finance shows that our in¬ 
dustries are receiving little assistance from our banks, and till 
recently we had none of the special institutions like the issue 
houses of England and other institutions set up there. In th||; 
esse of our industries, either adequate financial assistance is nsx 
lorthcoiamg or it is given almost at prohibitive price. 
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No expert and reliable guidance is available to the average 
Indian investor who himself can hardly be expected to judge the 
profitableness and safety of an investment. The yearly reour-r 
renee of so many company failures frightens him. In the wordg 
of the Industrie Commission, “The difSculty in raising capital 
for industries is mainly the measure, even in India, not of the in¬ 
sufficiency or inaccessibility of money but of the opinion which 
its possessors hold of the industrial propositions put before them,^^ 

For improving the system of industrial finance in India 
measures have to be taken: 

(a) to stimulate investment by the establishment of institutions 
like issue houses and investment trusts, 

(b) to enlarge the activities of the existing institutions, and 

(c) to establish new financial institutions. 

Steps that can be taken to increase financial facilities are 
mentioned below;— 

(1) The big commercial banks should develop a sympathetic 
attitude towards industries; they should maintain close and con¬ 
tinuous associalion with them, so that they may be able to give 
timely and adequate aid to them, consistent, of course, with their 
own safety. In the words of Dr. Jeidles, “Capital market in India 
seems to be large enough to give room to a certain activity of 
banks in the field of industrial financing.'’^ They should arrange 
for underwriting the issue and provide temporary finance, and 
even long-term credit, in anticipation of this issue. They should 
assist in the reorganization and rationalisation of the existing in¬ 
dustries and in the establishment of new enterprises. Life In¬ 
surance Corporation should also adopt helpful attitude. Accord¬ 
ing to a Working Group set up by the Reserve Bank in 1961, the 
c(>mmercial banks in India are still dominated by outmoded idea,s 
of liquidity. Their over-cautious outlook is the result of oppres¬ 
sive conservatism of the British tradition which continues to in¬ 
fluence banking practices in our country. The Working Group- 
has advised our major commercial banks having extensive braneb 
networks and close contacts with industry and commerce to in¬ 
troduce greater flexibility in their lending operations and sup¬ 
plement more actively existing sources of long-term finance for 
industry. This they should do especially in view of the facilities 
provided by the Refinance Corporation. 

(2) We should also have induatrial banks with a large pro¬ 
portion of share capital and receiving long-term dei>osite to 
specialize in the business of industrial toance. The Government 
must help by taking up part of the share-capital or by guarantee¬ 
ing a minimum dividend or guarantee the i^vances given by the 
banks. 

(3) To help the small investor, who cannot make a discrimin- 


1, Report, p, 179. 



;814 


INDIAN ECONOMICS 


ikting choice between the different securities offered to him, we 
should have Inveatauait trusts. They should hold or deal in shares 
jso that they can provide the small investor with an opportunity 
of buying “blended packets" of a number of securities. This in- 
Testment will be diversified and the risk spread. 

(4) Special banking institutions may be started to mobiliae 
the small and scattered amounts of capital. They should cater 
for the needs of the small depositor by offering better terms and 
facilities. 

(5) The number of stock exchanges should be increased and 
their working improved so that the investing public can easily 
buy or sell the stocks and shares of industrial companies. 

(6) It is necessary to reform the managing agency system so 
tl'at it encourages investment by the prospective investors. 

(7) The funds and functions of the Industrial Finance Cor¬ 
poration and State Financial Corporations should be enlarged. 

(fi) For the assistance of new industrial enterprises, there is 
the need for a special type of Development Corporations. These 
corporations should plan, promote and finance new industrial 
ventures. 

It is gratifying to note that steps in this direction have al¬ 
ready been taken. Industrial Finance Corporation for financing 
large industries and State Finance Corporations for small indus¬ 
tries hare been established. Other Corporations like the National 
Industrial Development Corporation, the Industrial Credit and 
Investment Corporation and the National Small-Scale Industries 
Corporation, Unit Trust, Industrial Development Bank have been 
established. (The objects of these Corporations are given below.) 
The Reserve Bank is now more sympathetic. The State Bank 
also provides co-ordinated credit to small industries. 

There is now full awareness of the urgency for providing 
adequate financial facilities for industrial development, especially 
because the Second and Third Plans lay great emphasis on in- 
<iustrial development. Positive steps are now being taken to 
«tep up provision of industrial finance. 

If the measures suggested above are adopted, it may be 
hoped that a big stumbling block will be removed from the path 
of industrial development in the country. 

We shall now study the outline of some special financing in- 
atitutions which have been set in recent years to aid Indian in¬ 
dustries. 

^ktdttstrial FinaAoe Oorporatios. 

Towards the close of World War II, there was a great urge 
iu India for industrial development. But the industry ' h^dly 
needed capital for modernisation and replacement of worn o«t 
and obsolete machinery. The stock markets, on the other hand, 
were very apathetic. Hence there was a great need for an 
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agency which would help in the acquisition and extenWon of the 
block. To meet Ithis need, Industrial Finance Corpolfetion wajs 
aet up in July 1948. 

The function of this Corporation is to provide credit for 
medium and long-term capital requirements of industries, which 
are outside the normal activities of the commercial banks. The 
share capital was Ks. 5 crores and the shares are held jointly by 
the Central Government, the Reserve Bank, scheduled ban^, in¬ 
surance companies, investment trusts and similar financial in¬ 
stitutions. The shareholders are institutions and not private in¬ 
dividuals. 

The shares of the Corporation are guaranteed by the Central 
Government as to repayment of the principal and payment of 
dividend not exceeding 2i%. 

The Corporation is authorized to issue bonds and debentures 
for amounts which, together with the contingent liabilities of the 
Corporation, shall not exceed five times the amount of the paid- 
up capital. The Central Government guarantees such bonds and 
debentures as to repayment of the i)rincipal and payment of in¬ 
terest not exceeding 2^%. 

The Corporation may accept deposits from the public repay¬ 
able after a period of not less than ten years. 

The Corporation is authorized to make long-term loans to 
manufacturing concern or concerns for generating or supplying 
electric power, repayable within a period not exceeding 25 years. 
It can also underwrite the issue of shares and debentures subject 
to the provision that the Corporation is required to dispose of 
any shares or debentures acquired by it in fulfilment of its under¬ 
writing liability within a period of seven years. The rate of in¬ 
terest charged on loans by the (Corporation has been raised to 
7% with effect from Aj)ril 23, 1957, with the usual rebate for 
payment on due dates. 

Industrial concerns owned by the State are outside its scope. 
The Corporation only finances private industrial enterprises with¬ 
out becoming a partner. It can grant loans to public limited 
companies or co-operatives, but not to private limited companies 
or partnerships. The Corporation pays special attention to the 
development of industries of strategic and national importance. 
The financing of small and medium industries is primarily the 
concern of State Financial Corporations which have been set up 
in several States. 

The Industrial Finance Corporation can be of great help to 
our industries. In the absence of issue houses in India, the Cor¬ 
poration can scrutinise the financial aspects of an industrial ven¬ 
ture and say whether it is sound or not. It can give very valuable 
advice and guidance to promoters in various directions and help 
them to improve their achemes and place them on a sound eco¬ 
nomic basis. Through its technical advice, the quality of the pro- 
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ducts can be improved and thus the competitive position'of the 
Indian industry strengthened. ^ 

In 1953, the Industrial Finance Corporation Act of 1948 waa 
amended. The more important provisions included (1) empower¬ 
ing the Government of India to guarantee loans in foreign cur¬ 
rency which the Corporation may secure from the l.B.R.D. or 
otherwise, (2) authorising the Corporation to borrow from the 
Reserve Bank against Government securities for short periods not 
exceeding 90 days and also to get loans from the Reserve Bank 
up to a maximum of Rs. 3 crores for periods not exceeding 18 
months against bonds and debentures issued by the Corporatioa,, 
(3) the Union Government and Reserve Bank shall not draw any 
dividend until the aggregate amount of such dividends to be credit¬ 
ed to a Special Reserve Fund reaches Rs. 50 lakhs, (4) raising 
the maximum limit of a loan which the Corporation may grant 
to a single borrower from Rs. 50 lakhs to Rs. 1 crore, and (5) 
including shipping companies among eligible borrowers. 

According to the Industrial Finance Corporation (Amend¬ 
ment) Act, 1957, the Corporation is empowered (1) to borrow 
up to a limit of ten times its paid-up capital and reserve fund 
as against five times provided for in the original Act of 1948, 
(2) to accept deposits from the State Governments and local 
authorities also (it could formerly accept deposits from the pub¬ 
lic only), and (3) to guarantee deferred payments by importers 
of capital goods who are able to make such arrangements with 
foreign manufacturers. The amending Act also enables a larger 
number of industrie.s, including new industrial concerns, which 
are not in a position to offer adequate security, but deserve en¬ 
couragement from the point of view of national economy to avail 
themselves of the Corporation’s loan assistance, if such'assistance 
is guaranteed as to the repayment of principal and interest by 
the Central Government, State Governments, a scheduled bank 
or a State Co-operative Bank. 

With a view to enlarging and diversifying the assistance pro¬ 
vided by the Corporation, the Industrial Finance Corporation Act 
was further amended in December 1960. The Amendment Act, 
among other things, widened the powers of the Corporation, re¬ 
garding guaranteeing of loans and deferred payments, empowered 
the Corporation to subscribe directly to the stock or shares of 
the industrial concerns and also allowed the corporation to con¬ 
vert loans granted or debentures subscribed by it into stock and 
shares of the respective concerns. 

The working of the Corporation has met with severe criticism 
and not without some .iustification. Its loan to the Sodepur 
tory, for instance, involved it in a huge loss. Its resources are * 
said to be inadequate. It was also charged with favouritism^ A 
|*arliamentary Enquiry Committee examined aU these eha^gei 
tod its suggestions for improvement are being giyen effect 
On the whole, it would be fair to conclude that it has been dohNBH 
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good work and, as it gathers experience, its career will be more 
fruitful. 

During 16 yesars of its existence (1948-64), the Corporation 
has made important contribution towards accelerating the pro¬ 
cess of industrial growth by providing the much need^ l6nancial 
assistance to the Corporate sector and progressively expanding 
its activities both in scope and magnitude. In the early years 
of its life the Corporation's financial assistance was in the form 
of rupee loans but it gradually extended its operations to cover 
deferred payment guarantees and guarantees for foreign loans. 
It has further ventured forth into underwriting of public issues 
in the form of equity a^d preference shares and debentures as 
well as direct subscriptions to such issues. The Corporation thu.s 
gradually has been assuming the role of a development bank over 
and above those of a mere lending institution. Up to June 1964, 
the Corporation rendered assistance to the extent of Rs. 240.97 
erores of which 70% was sanctioned for the setting up of new 
units. The total cost of the projects financed by it is estimated 
at Rs. 433 crores representing roughly 30% of the total, net in- 
vv’stment in the organised industries in the private sector since 
Independence. A large part of its financial assistance has flow¬ 
ed towards the establishment of new units in diverse industrial 
fields. It has tlius contributed towards strengthening and broad¬ 
ening of the country’s industrial structure. 

The share capital of the IPC held by the Government of 
India and the Reserve Bank will be transferred to the IDB. To 
acquire controlling interest in the IFC, it will purchase more of 
its shares. 

State Financial Corporations 

A BilT for the setting up of >State Financial Corporations was 
introduced in Parliament in December 1951, with a view to giving 
aid to medium and small-scale industries. The Bill provides for 
the assoeiation of private capital with the Corporations. The 
maximum number of shares to be held by the public has been 
fixed at 25%’, The remaining 75% was to be subscribed by the 
State Government, the Reserve Bank, the scheduled banks, in¬ 
surance companies, investment trusts, eo-operative banks and 
other financial institutions. This achieves the necessary financial 
co-ordination. The total share capital is not to exceed Rs. 2 
crores. 

The Corporation can raise capital by the sale of bonds and 
debentures in consultation with the Reserve Bank. They are 
authorised to accept deposits from the public repayable after 
not less than five years and these deposits are not to exceed in 
the aggregate the Corporation's paid-up capital. The repayment 
of the principal and the minimum rate of dividend are guaran¬ 
teed. Restrictions are to be imposed on the distribution of profits. 
The Coirporation may transact the following business:—(a) the 
guarantee of loahs raised by industrial concerns in the public 
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market for not more than 20 years; (b) the underwriting of the 
issue of stocks, shares, bonds or debentures by industrial con¬ 
cerns; (c) the granting of loans or subscribing to debentures of 
industrial concerns repayable within 20 years; and (d) other busi¬ 
ness arising or ancillary to the above. The limit of accommoda¬ 
tion to any industrial concern will be up to a maximum of one- 
tenth of the Corporation’s share capital subject to a maximum of 
Bs. 10 lakhs. 

It is, however, necessary to ensure that the funds are utilised 
primarily for the benefit of the small producer. This can be 
easily done if the cottage industries are organised on a co-opera¬ 
tive basis. 

The State Financial Corporation Act was amended in several 
respects in 1956. The Amending Act provides for: (i) setting 
up of joint financial corporations for two or more States or ex- 
tenHon of the jurisdiction of a corporation to other State (s), 

(ii) acting of Corporations as agents for the Central or State- 
Governments, or the Industrial Finance Corporation of India, 

(iii) granting of financial accommodation to industries against the 
guarantee of State Government, a scheduled bank or State Co¬ 
operative Bank, (iv) short-term borrowings by the Corporation 
from the Reserve Bank against Government Securities, and (v) 
inspection of the Corporation is by the Reserve Bank. 

With a view to enlarging the scope of assistance provided by 
these Corporations, the State Financial Corporations Act of 1951 
was further amended in March 1962, The Amendment Act em¬ 
powers the Corporations to guarantee; (a) loans raised hy indus¬ 
trial concerns from scheduled hanks or State co-operative banks 
and (b) deferred payments due from any industrial concern in 
connection with purchase of capital goods -within India The 
Amending Act also enhances the limit of accommodation in res¬ 
pect of public limited companies and co-operative societies from 
Rs. 10 to Rs, 20 lakhs. The scope of the definition of an industrial 
concern has also been enlarged so as to include hotel and trans¬ 
port industries and industrial estates Another important amend¬ 
ment seeks to strengthen the financial resources of the Corpora¬ 
tion. They can now borrow from the Re.serve Bank for 18 
months (formerly 9 months). They can also borrow from the 
State Governments with the prior approval of the Reserve Bank 
and can accept deposits from the State Government and Reserve 
Bank, from a local authority or any other person repayable after 
12 months instead of 5 years hitherto. The aggregate borrowing 
limit of a Corporation has also been enhanced from five times to 
ten times its paid-up share capital and reserve fund. 

There are some other diffesrenoea between the I.T.C. and the 
State Financial Corporations. First, whereas the I.F.C. can pro¬ 
vide financial assistance only to public limited companies, the 
State Finance Corporations can grant loans to private limited* 
companies, partnerships and even proprietary concerns. Second* 
while in the case of the I.P.C. only the Reserves Bank of India,. 
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the Central Goyernment, inanrance companies and other institii> 
tion^ investors are allowed to subscribe to the share capital, in. 
the ease 6i the State Finance Corporations, the public can also 
subscribe to the share capital to the extent of 25% of the totaL 

Their Working. Since their inception up to the end of June 
1963, the total amount sanctioned by the State Finance Corpora¬ 
tions amounted to Es. 59.30 crores and the amount disbursed to 
about Rs. 42.29 crores. The working of these corporations has. 
been subject to various oritioisnui: 

Firstly, though the corporations have utilised a substantial 
proportion of their resources for extending assistance to medium 
and small industries for a very long period, yet on an average, 

large funds remain idle every year. 

Secondly, the gulf between the amount sanctioned and the* 
amount disbursed is wide. 

Thirdly, the total cost of borrowing from the corporaticms ia 
rather high. A high rate of interest, 6 to 7% per annum, is. 
usually charged by the corporations. Moreover, the boriyawing 
concern has also to incur other expenses like stamp duty and 
registration fee, which come to about 3% of the loan borrowed. 
Thus the total cost of borrowing varies between 9 and 10%, which 
ifi perhaps prohibitive for small concerns, which, therefore, try to 
tap other sources. 

Finally, perhaps as a consequence of low utilisation of re¬ 
sources, the corporations are faced with deficits in their earning^ 
which compel them to rely heavily on the State Governments for 
meeting their dividend liability. The amount of such liability is 
large in almost every case and its liquidation will remain a pro¬ 
blem for a long time to come. Since their inception and till, the 
end of Jutie 1962, the total amount of loans and advances sanc¬ 
tioned by the State Financial Corporations amounted to Rs. 46.42' 
crores of which Rs. 31.37 crores had been disbursed. 

The emergency and the stagnant capital market have had 
an adverse effect on the credit resources of the Corporations, and 
they were able to raise only Rs. 1.22 crores in 1963 against Rs. 8.17 
crores in 1962. The Corporations’ success in attracting deposita 
from the public has been negligible except in Madras, where the 
doubtful expedient of a higher interest rate had to be offered. In 
the improving climate, it is necessary that these Corporations 
should play a larger role in the capital market. But, most of all,, 
what is needed is more enterprising lending and a more continu¬ 
ous watch over the progress of a project assisted, not so much 
to ensure the safety of the funds lent but to nurture the project 
by further help where necessary. 

The Reserve Bank’s Working Group on State Financial Cor¬ 
porations (appointed in 1962 and reporting in 1964) found some 
faults in their working and made a number of useful recommen¬ 
dations to make them more effective. The joint performance of 
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tile fourteen corporations was adjudged by the group as much 
below expectations for two main reasons: (1) They have not 
been able to acquire resources commensurate with the dimensions 
of the tasks set for them. (2) They have shown little enterprise 
and initiative in diversifying their investments. The lack of re¬ 
sources is due to (a) meagre capital contribution from the gene¬ 
ral public because of low dividend return, non-marketability of 
shares and predominantly official stamp of these institutions and 
(b) undiversified nature of their bonds being held mostly by the 
L.I.C. and the State Bank of India. 

In order that the Corporations may be able to make a signifi- 
-cant contribution to the diversification of industrial structure, 
the Working Group has highlighted the need for a reorientation 
of the Corporations’ criteria for assessment of loan applications in 
favour of new industries with greater consideration given to the 
earning prospects of an industrial unit than to the security of 
the loan. The Corporations should invest more in equity and 
debentures than in loans so that they participate more effectively 
in capital formation for private industry. But this will need 
considerably the strengthening of the Corporations’ resources. 
For this purpose the Working Group made several suggestions 
to promote the growth of these Cor[)orations to the stature of 
development banks for assisting medium and small-scale indus¬ 
trial undertakings. For instance it suggested that the Corpora¬ 
tions should evolve a multiple interest rate structure tailored to 
the risk-rating of the loan propositions, their size, periods and 
other factors instead of charging a standard rate. The Corpora¬ 
tions should take steps for a more effective mobilisation of funds 
by way of share capital, deposits, bonds and also other additional 
sources of finance. A higher rate of dividend would attract 
share capital; the bonds can be broad-based by the • device of 
differential rates of interest and maturity pattern so that medium- 
dated bonds are made more attractive to banks and other finan- 
•cial institutions. As for deposits, an edge in interest rate, ability 
to negotiate deposit receipts for purposes of borrowing and an 
increase in tlie permissible level of deposits to twice the paid-up 
■capital are some of the suggestions made by the Group. Also, 
the Government and the Reserve Bank should directly augment 
the resources of the S.F.C.s. Creation of the National Indus¬ 
trial Credit (Long-term Operations) Fund was recommended on 
the analogy of the National Agricultural Credit Fund. Fiscal 
incentives like a higher level of exemption for transfers to special 
reserves, surrendering of dividends by the Slates and the Reserve 
Bank and of the outstanding dues on the subventions account 
were also recommended. Their resources thus increased it should 
be possible for the Corporations to expand their operations con¬ 
siderably. 

lV»tioxial Industrial Development Corporation 

The Corporation was set up in 1954, as a private limited’ 
company with an authorized capital of Rs. 1 crore and a paid-up 
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of Rs. 10 lakhs, sobscribed entirely by the Government 
of India. It can increase its working capital by issuing shares 
And debentures. Its primary function is to finance industries 
only in so far as they are incidental to planned development. It 
(gives priority to the manufacture of capital goods and tabes up 
the study and investigation of industrial schemes. In implement¬ 
ing them, it tries to securcj where possible, the maximum use of 
industrial equipment, experience and skill available in the private 
aeclor. It even sets up industries which would in their turn 
lead to the growth of ancillary industries in the private sector. 
Till the end of March 1964, loans amounting to 28.2 crores 
were sanctioned by the Corporation. Besides, it is providing short¬ 
term assistance to jute and cotton textile industries for acquiring 
machinery on hire-purchase basis. Up to the end of March 1963, 
Rs. 54 lakhs had been sanctioned for this purpose. 

Industrial Credit and Investment Corporation of India 

It was registered as a private limited company in January 
1955, for the purpose of assisting industrial enterprises 'within 
the private sector. The authorised capital of the (Corporation is 
Rs. 25 crores. The issued capital at present is Rs. 5 crores. Of 
the initial issue of Rs. 6 crores, 2 crores were taken up by several 
Indian banks and insurance companies, Rs. 1 crore by British 
and other Commonwealth banks and insurance and other com¬ 
panies, and Rs. 50 lakhs by U.S. corporations and nationals. The 
Temaining Rs. 1.5 crores were offered for public subscription in 
India and the issue was over-subscribed. The Corporation is 
empowered to borrow, provided the amount borrowed and 
guaranteed by it does not exceed three times the aggregate of its 
unimpaired capital, its surplus and reserves and the outstanding 
advance from the Government of India. 

The main functions of the Corporation are: (1) to assist in 
the creation, expansion and modernisation of industrial enter¬ 
prises in the private sector; (2) to encourage and promote partici¬ 
pation of private capital, both internal and external, in such 
enterprises; and (3) to encourage and promote private ownership 
of industrial investment and the expansion of investment mar¬ 
kets. In purhuanee of these functions, it (i) provides finance 
in tlie form of long or medium-term loans or equity participa- 
'tions; (ii) sponsors and underwrites new issues of shares and 
securities; (iii) guarantees loans from other private investment 
sources; (iv) makes funds available for reinvestment by revalu¬ 
ing investments as rapidly as ptudent; (v) furnishes managerial, 
technical and administrative advice and assists in obtaining 
managerial, technical and administrative services to Indian in¬ 
dustry. 

There are a few diffloutties facing the Corporation; (a) 

■ There is a substantial backlog of approved proposikls which still 
require a variety of Government consents and approvals. The 
peed for these consents and approvalB causes considerable delay 
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in the Corporation in aethally assisting its clients; (ii) tlw Ipw 
level ol Oerporatum’a reserves; in five yeers it has been able te 
set aside only Be. 24 lakhs from net profits. This shm is vroe- 
fully inade(iuate for a Corporation which is expected to take snb- 
stantial risk in the financing and establishment of new enter¬ 
prises; (iii) the tax authorities are not treating the capital gains 
of the Corporation as capital gains, but are taxing them at full 
rates. This means a heavy burden on the Corporation, 

Since its inception in 1955 up to the end of 1963, the Cor¬ 
poration had sanctioned aggregate assistance of Rs. 83.20 crores 
to 248 companies of which Rs. 38.79 crores had been disbursed. 

fictional Small Industries Corporation 

This Corporation was established in February 1955 with a 
view to ^isti^, financing, protecting and promoting small in- 
^iUSitries in Indii^ namely, those that ordinarily employ less than 
50 persons working with power, or less than 100 persons without 
power, and having capital assets not exceeding Rs, 5 lakhs. It 
has boen registered as a private limited company with an autho¬ 
rised capital of Rs. 10 lakh« to be provided entirely by the Gov¬ 
ernment of India, which will also give suitable loans to provide 
it with working capital. 

The main functions of this Corporation are: (i) to secure a 
reasonable share of Government orders for small-scale units; (ii) 
to provide such units as may have secured such orders with loans 
and technical assistance necessary for fulfilling such orders and 
for manufacturing articles of the type and standards required; 

(iii) to try to secure co-ordination between large-scale and small- 
scale indastries so as to enable the latter to manufacture ancil- 
laries, components and other articles required by the former; 

(iv) to underwrite and guarantee loans from banks and similar 
institutions to small-scale units; and (v) to supply machinery to 
small industries on a hire-purchase system. These activities are 
^anced by loans and grants from the Central Government. Since 
its inception in 1956, the Corporation has accepted so far (1963) 
about 10,000 applications covering about 40,000 machines valued 
at Rs. 39 crores. But the disturbing feature is that the lion’s 
share of the Corporation’s assistance has gone to big cities like 
Bombay, Calcutta, Delhi and Madras. 

Befinauce Corpenratiou 

It was felt for a long time that there should be an institution, 
to provide medium-term credit to industry. Accordingly, Refin¬ 
ance Corporation was set up in 1958. Fifteen leading banks s&d* 
ifte Bife Insurance Corporation participated in its share capital. 
Tne Corporation will extend credit through these banks and not 
directly. It has an authorised capital of Rs. 25 crores and issued 
capital of Rs. 12.5 crores. The Government agreed to lend 
about Rs. 2 cror^ to the Corporation. The Corporation provide 
' ^•len ding facilities against loans by banks to industrial 
iWsms—^loanS to be eli^ble for re-dlscotint must bfe for 8—7 yei^ 
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imd not e;&eeeding Bs. 50 lakhs. Since its inception in 1958 and 
up to the end of March 1964, the Corporation sanctioned assis¬ 
tance for Its. 55.1 crores. Within a short span of five years the 
Corporation had attained viability and was able to pay interest 
at fiill rate of 4% on its borrowings from the Government. The 
Corporation filled a necessary gap. In its absence, the commer¬ 
cial banks were obliged to take on themselves the responsibilities 
that normally and prudently fell out of their sphere. It is a 
pity that the newly created Industrial Development Bank took 
over the Refinance Corporation in September 1964. 

Indiutrial Development Bank 

The Industrial Development Bank has been established as a 
subsidiary of the Reserve Bank of India to step up industrial 
growth in the country. It started operations in July 1964. It 
is intended to supplement and coordinate the activities of the 
existing institutions in the field of industrial finance. The Bank, 
among other things, (a) grants direct loans to industry, (b) subs¬ 
cribes to the shares and debentures of industrial concerns, (c) 
provides refinance facilities, (d) underwrites new issues of 
shares, (e) guarantees deferred payment of credits for exports, 
(f) undertakes marketing and investment research, (g) carries 
out techno-economic studies and (h) promotes the establishment 
of new cnterprise*s, especially y industries. It has an authoris¬ 
ed capital of Rs. 50 erores which may be later raised to Rs. 100 
crores. The paid-up share capital is Rs. 10 erores. 

This will be supplemented by an interest-free loan of Rs. 10 
crores from the Central Government. The Development Bank 
will also be entitled to borrow from the Reserve Bank for short 
periods against trustee securities, for periods up to 5 years against 
bona fide commercial bills or promissory notes bearing two good 
signatures and on long-term out of the National Industrial Credit 
(Long-term Operations) Fund established by the Reserve Bank 
with an initial credit of Rs. 10 crores to be augmented by annual 
contributions of Rs. 5 crores. There is a provision for the merger 
of the Industrial Finance Corporation with the IDB. 

The Industrial Development Bank fulfils an urgent need. 
The capital market in India is unable to meet the requirements 
of the Third Plan and the capital needs of private industry in the 
Fourth Plan will be even more stupendous. There is no doubt 
that the IDB will be an invaluable catalyst of industrial expan¬ 
sion. Apart from its own capital, other funds in the form of 
interest-free loans from the Reserve Bank will be available to it. 
It .will have, besides, more massive resources to draw upon. The 
•more important of^ these are (a) the National Industrial Credit 
.j^tiOng-term Operations) Fund to be created by the Reserve Bank 
‘Wi of its own profits and (b) Development AkB^tance Fund to 
built up by appropriations from the general revenues Of the. 
Cj^trial Government to extable the Development Bank tO provide 
«»sistanee for projects needing heavy initial investment and long 
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gegtation period whicli are unable to draw upon conyentional re- 
sources. The Development Bank will be able to function success- 
folly both as a refinancing institution and as a direct lender to 
industry. It took over in September 1964 Refinance Corporation 
in terms of the Industrial Development Bank of India Act, 1964. 
The limit of refinance of Rs. 50 lakhs for any one concern has 
been raised to Rs. 100 lakhs and the upper limit of Rs. 50 lakhs 
in respect of refinance for medium-term export credits has been 
abolished. 

Unit Trust 

TTie Unit Trust started functioning from July 1, 1964, when 
the units were made available for sale to the public. Each unit 
is of Rs. 10/- and the units can be purchased in ten or multiples 
of ten. Its capital of Rs. 5 crores has been contributed half by 
itihe Reserve Bank of India and the other half by Life Insurance 
Oorporation, the State Bank of India and its subsidiaries and 
fich^uled banks. It will provide a balanced portfolio of invest¬ 
ments to small investors who would like their meagre capital to 
be so invested as to minimise the risks and maximise the re¬ 
wards. It will place at their disposal expert knowledge of in¬ 
vestment which he lacks. The nominal or face value of the units 
•will not be more than Rs. 100. The Units will also be available 
on the tap. This will facilitate investment by middle classes and 
wage-earners. The unitjg will be freely transferable and can be 
pledged with the banks for borrowing money. The trust itself 
will be prepared to buy them back either for retirement or for 
resale. The income derived by the unit holder will be exempted 
from income-tax. This will make the investment in the trust 
attractive. The unit trust will thus siphon the community’s sav¬ 
ings into the organised capital market. But its meagre capital 
of Rs. 5 crores seems to be an unimaginative response to a high 
challenge. What we need is a large number of such trusts in 
the private sector working under state control to ensure safety 
of investment but having a healthy rivalry amongst them. 

-problem of Foreign Capital 

The Reserve Bank of India in a survey estimated the amount 
of total foreign investment in India as in June 1948 at Rs. 320.42 
crores. Of this amount, Rs. 66.8 crores represent portfolio in¬ 
vestment (i.e., without control) and Rs. 253.62 crores direct in¬ 
vestment (i.e., with control). Of this the share of the U.K. is 
Rs. 230 crores, i.e,, 72%, and that of the U.S.X Rs. 18 crOres. 
Later estimates by the Reserve Bank put it at Rs, 421 crores as 
on 31st December, 1953, of which 80% was investment. The 
bulk of investment (about Rs. 350 crores) was from the tJ-K., 
and from U.S. it was equal to Rs. 31 crores. According to an 
Article in the Reserve Bank Bulletin, May 1961, the net foreiglji 
investment hi the private sector increased by 153 orores 

456.1 crores in 1955 to Rs. 610.5 crores in 1959. Accatilinf 
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to a Reserve Bank study,* the total outstanding foreign invest¬ 
ments in private sector (other, than banking) amounted to 
Rs, 690.5 crores at the end of I960. Of this private sector accounted 
for Rs. 566.4 crores and official sources for the balance of Rs. 124.1. 
crores. Country-wise, U-K.’s share of Rs. 446.4 crores or 65% i» 
the largest; the U.S. investment accounted for Rs, 113 crores or 
16%. 

Advantages of Foreign Capital 

Foreign capital confers considerable benefit on the country 
using it. It may even be indispensable for accelerating economic 
development of a country where there is dearth of indigenous 
capital. All the Dominions, the U.S.A. and Japan borrowed capi¬ 
tal from abroad for the exploitation of their natural resources. 
Foreign capital undoubtedly add.s to the national wealth of the 
country. Even if profits go out, the wages constitute an im¬ 
portant gain. The use of foreign capital results in the creatiom 
of assets which may more than cover the payment of capital and' 
interest. The railways and canals provideli with foreign capital 
will be almost a perennial source of national income when foreign 
capital has been repaid. Foreign capital, therefore, can be an 
important means of bringing about economic prosperity. 

The foreign capitalist generally bears the losses in the 
pioneering stage and this is a gain to the country. Later, the 
indigenous capital can rake ad\antage of the established lines, 
and go ahead. We have seen how the early attempts in India 
in glass, and iron and steel industries failed with losses to foreign 
entrepreneurs. 

Still another advantage is the technical knowledge brought 
into the country. The foreign capitalist sets up an efficient 
Organization and introduces a new technique. If this is gradu¬ 
ally imparted and passed on to the entreprejieurs in the country, 
the gain is undoubtedly great. But it is a big TP.’ If the foreign 
capitalist sedulously guards the business secrets, no such gain 
results to the country. 

Abuses of Foreign Capital 

The use of foreign capital is generally associated with cer¬ 
tain evils. The greatest evil is of a political character. It ia 
said that “Flag follows the Trades.” A country using foreign 
capital soon passes under foreign domination and several poli¬ 
tical complications arise Egypt and China have suffered from 
this dominaiion. In India also vested interests were created. 
They did not identify themselves with the country they worked! 
in, and were at once alarmed whenever there was a move ta 
grant any political power to India. 

Another drawback is that the natural resources of the coun¬ 
try may be exploited for the benefit of a foreign country and to 
l^e everlasting detriment of the country concerned. Some wouldt 
prefer to wait till indigenous enterprise and capital are forth- 


1. Beserre Bank Balletia, October 1962. 
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comiag, and not develop the resources of the country at idi till 
them 

Foreign capital with foreign control is especially dangerous 
in the case of “key” industries and industries connected with 
national defence. This may constitute a serious threat to the 
independence of the country. It may prove too high a price for 
economic development. 

The recent Reserve Bank survey confirmed the view that 
foreign investment involved foreign ownership. High and im- 
portan^positious in foreign concerns were reserved for their own 
nationJfe and Indians had to be merely content to be “hewers of 
wood and drawers of water.” No apprentices were trained, and 
technique and processes were zealously kept a secret. In such a 
case, the country derives little benefit from the use of foreign 
capital and suffers from a galling sense of inferiority. 

But it is well to remember that these objections are against 
foreign control and not foreign capital as such. Foreign capital 
without foreign management and foreign control may be quite 
welcome and may be conducive to the economic well-being of the 
country. If, therefore, foreign capital is used under proper safe¬ 
guards, there is no harm and much good may result instead. 

Foreign Capital Foli(^ 

In a resolution issued on April 6, 1948, the Government an¬ 
nounced its policy regarding participation of foreign capital. It 
was stated that, as a rule, the major interest in ownership and 
effective control of an undertaking should be in Indian hands. 
Feeling the great need of capital, the Government is now prepar¬ 
ed to let foreign capital have control for a limited period. 

The position at present is that there is a big .gap between 
domestic saving and our capital requirement. Foreign capital is 
badly needed for accelerating economic development in various 
fields, and technical know-how can be obtained only along with 
foreign loans. That is why India’s i)oliey towards foreign capita] 
is no longer forbidding. Mr, G. D. Deshmukh, the then Finance 
Minister, explaining this policy in April 1954, in the Indian Parlia¬ 
ment, said, “Foreign capital was desirable and welcome provided 
it was of the right kind and was sought to be invested in the right 
field.” As regards any potential danger, he said, “In independent 
India Government had adequate powers to ensure that foreign 
capital did not use its position to the detriment of the national 
interest... .Before a project involving foreign investment was 
sanctioned, it was subjected to a process of screening to ensure 
that it would further the interests of the country’s economy.” ! 

The late Prime Minister, Mr. Nehru, in his policy statement 
made in the Constituent Assembly in April 1949, tried to set ai 
rest all the apprehensions of the foreign capitalist. Hie main 
features of thia new policy are:— ' 

(a) no discrimination would be made between foreign and 
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Indian undertakings in the application pf general industrial 
policy; 

(b) reasonable facilities consistent with foreign exchange 
position would be given for the remittance of profits and repatria¬ 
tion of capital; and 

(c) in case of nationalisation, fair and equitable compensa¬ 
tion would be paid. 

The most suhiable field for foreign capital consists of (i) 
public-projects requiring foreign capital equipment and techni¬ 
cal knowledge; (ii) new industrial undertakings, where indigen¬ 
ous enterprise is not forthcoming; and (iii) where domestic 
production is not sufficient to meet domestic demand and indi¬ 
genous industry is not expanding sufficiently rapidly. 

The system of joint enterprises in which foreign industrial¬ 
ists and Indian business men collaborate can also be commended. 
The number of such collaborations is multiplying. Sou^ examples 
are: the Birla-Nuffield Combine for manufacture of motor cars, 
the Tala-Traperial Chemical Industry partnership for the manu¬ 
facture of dye-stufl's, the Men-Kaleigh partnership for the manu¬ 
facture of bicycles and the Tatas and German automobile manu¬ 
facturers, Daimler-Benz for the manufacture of motor trucks 
and buse.s. 

Such agreements of joint participation are subject to Govern¬ 
ment approval to ensure an adequate share of national capital, 
facilities for the training of Indians and the disclosure of patent¬ 
ed processes of Indian associates. Many foreign firms have taken 
in Indian capital of their own accord to the mutual advantage 
of all concerned. The Indian capitalists learn the technical 
know-how and the foreign capitalist takes advantage of the 
Indian patriotic sentiment. But foreign capital is frightened off 
by talk of compulsory Indian pereentage.s and of compulsory 
Indian majority holdings. 

The Government lias a].so joined partnerships with a Swiss 
firm for setting u;) a machine tools factory, a German combine 
and a British combine for setting up steel plants. In April 1956, 
the offer of a Japanese firm to manufacture multi-unit electric 
coaches in partnership with an Indian firm was accepted. 

In addition to equity capital, fixed interest capital can be 
obtained from official and semi-official institutions like the Inter¬ 
national Bank for Eecoiistrnction and Development and the Ex¬ 
port-Import Bank of the IJ.S.A. The International Bank has 
given financial aid for the execution of agricultural and power 
projects. It should also be rettuested to assist in the carrying 
nut of specific industrial schemes of high priority requiring large 
capital. The World Bank gave a loan of $31.5 million to Indian 
Iron and Steel Co,, $60 million (till 1961) to the Industrial Credit 
aand Investment Corporation and $8 million for specified in.dxis* 
trial projeclA. A lo^ of $14.7 million was obtained by the 'i'atis 
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for Trombay Electric Project. Poreiga aid has also been avail'^- 
able under Point-Four Aid Programme from XJ.S.A. and thei 
Colombo Plan from the Commonwealth countries. ■ But this aid is 
not very large, especially because our foreign policy is not to tho 
taste of these countries. 

Should foreign capital come in the form of direct investment 
or a loan ? In the present circumstances investment is better than 
a loan. Private foreign investment usually brings with it the 
technical know-how which loans do not. In the ease of a loan^ 
consultants! reports are essential. But their cost is heavy unless 
the consultants themselves have a stake in the industry. The 
stake of the foreign capitalist is therefore a safeguard. 

In February 1961, was set up the Indian Investment Centre 
with the help of the U.S. Technical Co-operation Mission. The 
Centre will advise and assist Indian industrialists on measures 
necessary to attract private foreign capital. It will promote 
wider understanding in the main capital-exporting countries re¬ 
garding' conditions, laws, policies and procedures for investment 
in India, The Centre will maintain services for supplying infor¬ 
mation to Indian entrepreneurs and prospective foreign investors 
on industrial capacity, production, trade, markets, labour condi¬ 
tions, resources, power supply, etc. The Centre will also supply 
information to foreign investors on particular projects. 

The climate for investment in India is excellent. India is 
rapidly expanding and various projects—^big, small and medium¬ 
sized—^are being put up. New floatations are easily subscribed 
to and very often they are quoted at a premium. In the case of 
many recent floatations, the equity share is quoted at 20, some¬ 
times 30 OT even 50 per cent premium within a month. The Gov¬ 
ernment has given great encouragement to new business men 
through an income-tax rate development rebate and high depre¬ 
ciation allowances. For all practical purposes, there is tax holi¬ 
day for the first five years for a new venture and salaries of for¬ 
eign technicians are exempted from income-tax for the first three 
years. Products manufactured in India have a protected market 
and Government and semi-Government institutions advance 
money through equities, preference stocks and loans. Besides, 
the margin of profits is very good. AH this should offer sufficient 
attraction to foreign capital. 

Capital Forxnation* 

The Indian capital market till recently suffered from paucity 
of funds. The Indian capital was said to be on strilie. The pro¬ 
blem became acute after 1947. Between 1919 and 1938, the rate of 
investment was 7% of the national income. But, according to one 
estimate, 1946-47 and 1947-48 were years of dissavings. However, 
the problem is not a new one. The Indian Industrial CommissCoti 
(1016-1918) referred to “the reluctance of the Indian investor to 

1. Mof a foliar stodr $ee Eiseal CommiMioa Beport, 1949'-80, p. lOA ' 
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risk hJs money in new undertakings... .unless they were related to* 
industries which were already established and practised extensive¬ 
ly.” The non-availability of adequate capital still continues to* 
hamper industrialisation of the country. 

Capital formation is a long process and it involves three 
broad stages: (1) the creation of savings which depends on the- 
will to save and the power to save; 

(2) mobilization and canalisation of .savings converting them 
into investible funds which depends on the efficiency of the bank¬ 
ing system; and 

(3) acquisition of capital goods which depends on entrepre¬ 
neurial enterprise. 

Among the hurdles in this process of capital formation may¬ 
be mentioned that (1) a part of the savings may be hoarded or 
exported and is, therefore, not available for investment. Fur¬ 
ther, some of the savings available for investment are utilised by 
the owners themselves for buying capital goods and they are» thus 
ploughed back into their business. There may also be a time-lag 
between the accumulation for funds and the acquisition of capital 
goods which is capital formation proper. 

There are several factors which are said to have militated 
against capital formation in India in recent years. The dread of 
nationalisation is said to be responsible for deterring the investor 
from industrial enterprise. In view of the Industrial Policy 
Statement of 1948 and provision in the Indian Con.stitution 
(Article 31) against nationalisation without compensation there 
should be no fear on this score. It is only interested propaganda 
which is keeping back the Indian investor. 

_4 

(2) High level of taxation is also said to discourage invest¬ 
ment. The Liaquat Ali Budget of 1947-48 was the first blow at 
capital formation in the country. In the words of the Reserve 
Bank Report, “There seems little doubt now that the severity of 
the last budget is defeating its own purpose and hindering the- 
formation of capital for production purposes.” Subsequent Fin¬ 
ance Ministers tiied to undo thi.s mischief. Accordingly, several' 
rebates and concessions were offered to the prospective indus¬ 
trialist. 

(3) Speculative activities at the stock exchange have stood 
in the way of capital formation. The proper function of the 
stock exchange b< to provide liquidity and encourage the free 
flow of investible funds. But, instead, they have facilitated 
gambling resulting in wide oscillation of prices. The heavy fall* 
in stock exchange quotations, since 1946, has certainly had de¬ 
pressing effect on investment. The operations of the speculators- 
Mve deterred bona fide investors. 

(4) The malpractices indulged in by some managing agents 
hate also hindered capital formation. Unscrupulous managing* 
agents form companies and then break them enriching them- 
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selves in the process. The tmwary investors are ruined, and thiif 
scares away other investors. 

(5) There is also said to be a shift in wealth distribution. 
Income is flowing into the hands of such classes as are not in 
the habit of saving and investing. The classes, c,g., middle 'class, 
who have this habit, have been ruined by inflation. Their power 
to save has vanished. 

(6) Control of capital issue also worked in such a manner 
in the post-war years as not to direct funds towards useful in-- 
vestment. 

It is essential to have proper appreciation of these factors 
and create a suitable climate for capital formation. This is the 
■only way to accelerate industrialisalion, especially because for¬ 
eign capital is not forthcoming adequately enough in spite of a 
^ood deal of wooing on the part of our Covernment. 

In the early years of industrial development, Japan saved 
50% of her annual income. This meant much austerity Mr. 
Lewis in his Principles of Planning lays down that 15—20% of 
the national income can be used safely for gross investment. In 
India, however, according to a paper prepared in August 1955 by 
the Central Statistical Organisation, National Income Unit, net 
domestic capital formation was 5 2% in 194H-49, 5 8% in 1949-50, 
6 8%> in 1950-51, 6.7%n in 1951-52, 6.7% in 1952-53, 6 8% in 1953- 
54. India must therefore save more and invest more in order to 
accelerate her industrial development. The recent response of 
private industry has been quite encouraging. The gross fixed 
•capital formation in this sector has risen from a little above 6% 
in 1951 to as high as 16.5% in 1957.’ 

How to do it? Among positive measures, we may mention 
^uick and sound development of banking and insurance institu¬ 
tions, vigorous savings drive, especially mobilisation of rural 
savings as suggested by the Rural Credit Survey Committee. 
To encourage savings to flow into channels of investment, stock 
exchange activities mu.st be purified, chances of malpractices in 
the company management must be eliminated, investment trust 
should be established, industrial development corporations should 
be set up for planning, promoting and financing new industries 
and technical advice must be made available. 

It is gratifying to note that measures on these lines are being 
taken or contemplated. The Planning Commission laid down 
the target of 50%? rate of capital formation out of the additional 
production at the end of the Five-Year Plan. The Company Law 
has been thoroughly revised and improved. Industrial Develop¬ 
ment Corporation and Industrial Credit and Investment Corpora¬ 
tion have been set up. Savings drive has been intensified. Tbte 
response to government loans in recent years has been yely 

1. This fact was disclosed by 8bri H. 'V. B. lengar, Ooveraor of tb# 
nesorve Bank, in a speech in Bombay on January, 7, 1969. 
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«eoiar«i^g. The Planning Conjiinission proposes to step up 
Capital i’ormation to about 21% of the national income during 
.the Fourth Plan from the estimated rate of 14% by the end of 
;the Third Plan. 

Managing Agency System 

We have already mentioned that the Indian uidustry receives 
substantial financial assistance from the managing agepts. A 
-characteristic feature of the managements of Indian industries Is 
the prevalence, almost universal, of the managing agency system. 
The managing agency is a partnership or a private limited com- 
j)any, formed fur floating a concern and to lake over its manage¬ 
ment. It is a curious appendage to the joiut-stoek organisation 
in India so as fundamentally to alter its character and working. 

The raison d’etre of the system lies in the peculiar economic 
•conditions obtaining in India, especially with regard to the avaU- 
Abdity of managerial talent and financial facilities. The shyness 
of Indian capital and consequent inadequacy of the amounts raised 
from the iuve.sting public, the late development of >oiut-stock 
hanlcing, the absence of special financial institutions lilie issue 
hous(>s, the lack of competent directorate and the practices of 
oomiuercial banks relating to advances arc some of the causes that 
have conspired to thro^ industrial enterprise in India into the 
jurms of the managing agents. 

Beddes purchasing materials and machinery, selling finished 
|roods and arranging for insurance of plant, buildings and stock- 
in-trade on behalf of tlie eoneerns they manage, the managing 
agents perform three principal functions: (1) pioneering; (2) 
running the routine machinery of the eoneeni; (li) providing 
jBnanee. 

The managing agents do the preliminary pro.s])eeting to bring 
the concern into existence and i»laee on its legs. They also carry 
on day-to-day bosiiie.ss. Their financial interest in the concern 
is quite considerable. They are the jirincipal shareholders and, 
besides lending substantial amount to the company themselves, 
they arrange for finance from the banks, where their personal 
guarantee is almost invariably necessary. It is also their repu¬ 
tation and standing which induce some moneyed people to place 
their money with the mill as a deposit. Of the total loans secured 
and unsecured of the Bombay cotton mills, advances by the manag- 
ing agents at one time amounted to nearly 76 per cent.* At 
Ahmedabad, they overheld 25 to 50 per cent of the shares and 
their share in the deposits was 20 per cent.* The managing agent! 
are, in short, promoters, financiers, managers and agents sdl rolled 
in one. 

Criticism of the Managing Agency System 

The managbg agency system has been subject to a close ex- 

1, Report of the Textile Labour Enquiry Committee, 1938, p. 63. 

2. Report of Abmednbnd Aesociation, 1935, p. 18$, 
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animation from time to time. There are two sides: the evil and 
the good. 

Merits 

Certain advantages have been claimed for the managing 
agency ^system. The good managing agents have zealously guard-- 
ed their reputation for integrity and fair dealings, and their 
competence to manage the concern is unquestioned. They have- 
made this system yield the best of results. In particular, they 
have made the advantages of integration available to the various- 
concerns under them. Various economies, internal and external,, 
have been realized because one agency sells goods and buya 
materials, machinery and mill stores on behalf of a number of 
concerns- and the same office manages them. Financial co-oper¬ 
ation among various concerns has also been rendered possible,, 
for the surplus funds of one concern are lent out to another 
which ma^ be in need. 

The managing agency system combines the advantages of a 
partnership with those of the joint-stock organization. The keen 
self-interest, initiative, virility, resourcefulness and adaptability 
of the partnership type of organisation are harnessed into the 
service of a joint-stock company. 

We may agree with the view of the Industrial Commission 
that the system has a greater list of successes to its credit than 
can be shown by ordinary company management under individual 
managing directors. In the words of the Fiscal Commission 
(1950), they have “rendered signal service to Indian industries 
during the last 75 years. In the early days of industrialisation 
when neither enterprise nor capital was plentiful, the managing 
agents provided both, and Indian well-established industries like 
cotton, jute, steel, etc., owe their present position to the pioneering 
zeal and ;fostering care of several well-known managing agency 
houses.” 

Demerits. 

There are, however, several evils which are attributed to the 
managing agency system. Among these evils may be mentioned 
the subordination of the interests of the shareholders to those of 
the managing agents, opportunities for fraud and exploitation and 
the clash between the interests of the various firms under the 
same managing agency. 

The system has hindered the growth of independent and 
capable directorate. The directors are mere figure-heads and 
puppets in the hands of managing agents. Out of 715 directors 
of Bombay cotton mills in 1925, 95 were agency directors.* The 
managing agents decide, and the directors register these deci¬ 
sions. M. J. A. Wadia, a director of 13 cotton mills, stated before 


1. Industries, Cotton Mitts, 1927, p. 258. 
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th« Tariff Board in 1927, that if the directors took active part 
they had to go. 

The development of sound relations between the industry 
and the banking system has also been hindered, for the banks 
lend on the guarantee of the managing agents and not on the 
intrinsic strength of the concern. 

Another count against the system is that the agency firms 
have too many coueerns under them. In the words of Bihar and 
Orissa Banking Enquiry Committee, “They have got too many 
irons in the vast and uproarious fire of their activities, their out* 
look is too wide and the centre of their operations far too re¬ 
moved and financial scale too large. Andrew Yule and Co,, Cal¬ 
cutta, for example, at one time managed 54 concerns. The big¬ 
gest managing agency is now Bird and Company which manages 
■40 joint-stock companies. Seventeen top managing agents con¬ 
trol the biggest industrial enterprises. They control 10—40 com¬ 
panies each. Big and giant-size concerns having paid-up capital 
of Rs. 25,00,000 are managed by agencies whose paid-up capital 
basis is small, not exceeding Rs, 1,00,000. • 

In the hands of unscrupulous agents, the system had led to 
gross abuses like receiving secrets and illicit commissions, embez¬ 
zlement, deliberately bolstering up the share values and then un¬ 
loading at the top level compelling the market “to hold the baby*’, 
■callous disregard of the interests of the company and hundred 
and one ways of exploiting the ignorant and the unwary inves¬ 
tor. Mr. C. D. DesWukh, the then Finance Minister, while re¬ 
plying to a debate on the Indian Companies Amendment Bill in 
September 1951, said that ho had before him about a hundred 
cases as representative sample of various acts of mismanagement 
by managing agents. Among these he mentioned loans to private 
parties without security for purposes unconnected with the legi¬ 
timate objects of the company, issue of debentures for investment 
in other concerns, grant of non-trading advances to nominees of 
managing agents, grant of loans to managing agents on current 
account, interlocking of shares, appointment of managing agents 
or allied organisations as buying and selling agents on ancon- 
ficionable terms, accumulation of unrealised book debts, etc. 

In the words of the Planning Commission, “Widespread 
abuses in respect of purchases of raw materials, sales of finished 
products and interlocking of financial transactions have come to 
light. Above all, a number of managing agency firms have fail¬ 
ed to make improvements in their administrative set-up, factory 
management,^ purchase and sales organisations, system of account¬ 
ing, etc., which are essential for industrial efficiency”,* 

It must also be said that the system is very expensive and 
the Indian industry can ill-afiford to bear its cost. As the con¬ 
cern becomes well established and the period of tbe risk is over, 

2. Pltauuitg CoBuni«iioB Besport, 1951, p. 147. 
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the remuneration of the mant^ln^ agents may well be soalaA 
down. 

Oonclusion. We might say in conclusion that the mana^ng: 
agency system has conferred undoubted benefits on Indian indus>- 
try. That there are serious evils associated with it is also be¬ 
yond question. It is really the question of the type of persona 
who manage it. Good managing agents have produced good 
resultilj whereas dishonest and inefficient managing agents have 
spelt ruin to the industry they professed to majiage. The system, 
should therefore be mended and not ended. 

It is essential that the managing agents should cultivate a 
sense of responsibility, public spirit and scrupulous regard for 
the concern they manage and should discard get-rich-quick, 
methods. They should explore new avenues of industrial deve- 
lop-nent and pioneer new concerns. Those who are conseiwa- 
tive and are reluctant to launch new ventures should have really 
no place. 

Btanaging Agency Reform 

Efforts have been made in recent years to reform the manag¬ 
ing agency system by amending the Company Law. Several im¬ 
provements were effected by the Indian Companies Amendment 
Act (1936) which has been called the Magna Carta of Indian 
shareholders. According to this Act, the term of the managing 
agenta was fixed for 20 years, but could he renewed. They canu 
be removed earlier if convicted of certain offences or if judged’ 
insolvent. 

This was undoubtedly a great improvement. But the man¬ 
aging agents could still act on behalf of several similar concerns 
and their interest in all may not coincide. As purchasers Df the 
goods of, and sellers to, another company, they could still make* 
illicit gains. 

Several other evils still continued. There was regular traf¬ 
ficking in management rights regardless of the interests of the 
shareholders. Legal subterfuges were adopted to exact huge 
amounts by way of compensation. The new managing agents 
tried to enrich themselves by all possible devices. 

The Indian Companies Act was therefore again amended ia 
September 1951, designed to prevent trafficking in managing 
agency rights and cornering of shares in the open market with: 
a view to acquiring control over the management of well-estab¬ 
lished companies for anti-social purposes. The Finance Minister 
described it as an ‘interim first-aid measure.' No change could 
be made in the personnel and terms of the managing agency with- 
, out the previous permission of the Central Government. 

Oofflamny Law Amexntoent Act, 1966. Still the Indian Qoaf. 
pany Law did not provide adequate safeguards against fr&od 
and other malpractices indulged in by the unscrupulous Manag¬ 
ing Agents and the directors. A thorough revision was ealled* 
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for to close the loopholes. With this end in view, the Company 
Law Committee, presided over* by Mr, C. H. Bhaba, was ap¬ 
pointed by the Government of India in October 1955. One of 
the basic principles on which its recommendations are based is 
that the company law, both in regard to the formation and man¬ 
agement of ^oint-stock companies, should be such as would en* 
sure the maintenance of a minimum standard of behaviour in 
company promotion and management but should not impose need¬ 
lessly irksome or rigid rules which may hamper legitimate busi¬ 
ness or initiative or enterprise. 

As for the managing agency system, the act made amend¬ 
ment in the existing company law in regard to the appointment 
of Managing Agents, their conditions of service, their remunera- 
tion, their powers vis-a-vis the directors and the activities of the 
Managing Agents in respect of loans, contracts, sales and pur¬ 
chases made on behalf of the company. 

The Finance Minister said that the overall objective of the 
Bill was one of growing hedges rather than fashioning fetters 
for private enterprise. Here it was a question of maintenance 
of law and order, so to speak, in the private sector as well aa 
question of its development on sound and healthy lines. 

Indian Companies Act, 1956. This Act is a comprehensive 
measure aimed at consolidating and amending the previous com¬ 
pany law so as to make it largely in conformity with the recom¬ 
mendations of the Company Law Committee. The Act is d(i- 
signed to ensure the constitution of independent Board of Direc¬ 
tory representing the management as well as the shareholders but 
without the dominance of the former over the latter. The main 
provisions of the Act are given below;— 

(i) iThe managing agents’ appointment must first be approv¬ 
ed by the general meeting and then by the Central Government. 
Their term is not to exceed 15 years in the first instance and 20 
years in case of reappointment. All managing agents shall cease 
on August 15, 1960, unless reappointed in accordance with the 
provisions of the Act. No appointment .shall be heritable or de¬ 
visable by will. 

(ii) A managing agent may be removed by a company in 
Case of fraud, breach of trust, negligence or mismanagement or 
insolvency or conviction by a court of law. 

(iii) The managing agents must work subject to the superin¬ 
tendence, control and direction of the Board of Directors. This 
is to prevent malpractices and abuse of authority by the manag¬ 
ing agents. 

(iv) The number of directors nominated by the managing 
" ^nts on the Board of Directors shall not eacceed two when the 

mtoiber of directors is five and one when it ic lees than five, 
'this is to ensure an independent directorate. 
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(v) No managing agent can act for more than 10 companies 
i^ter August 1960. 

(vi) Inter-eompany loans under the same managing agents 
are prohibited. 

(vii) Managing agents are debarred from engaging in busi¬ 
ness which competes with the business of the managed company. 

(viii) Purchases of shares by one managed company of 
■shares of other companies managed by the same managing agents 
as forbidden. 

(ix) The powers of the managing agents regarding contracts, 
sales and purchases on behalf of the managed company have 
been considerably restricted. 

Penalties have been laid down in case the managing agents 
violate the restrictions imposed on tliem by the Act. 

(x) The maximum remuneration to be received by the man¬ 
aging agents has been fixed at 10% of the net profits (inclusive 
of any monthly salaries but exclusive of fees paid to the directors 
for attending Board meetings). Additional remuneration in ex¬ 
cess of this can be paid if sanctioned through a special resolution 
of the company and also approved by the Central Government. 

(xi) The Central Government has been given the power to 
declare that the managing agency system shall cease certain busi¬ 
ness at the end of three years from a specified date or on 15th 
August, 1960, whichever is later. 

(xii) In order to secure the observance of the provisions of 
the Act, the Company Law Administration Department has been 
set up in the Government of India. An Advisory Commission 
has a,lso been set np to advise the Government on such matters. 

With a view to removing defects and deficiencies noticed in 
the working of this Act and also ensuring better fulfilment of 
its provisions, a Committee under the Chairmanship of Shri A. V. 
Visvanatha Sastri was appointed which reported in November 
1957. A Bill based on these recommendations was passed by 
the Parliament. This Bill received the assent of the President in 
December 3960. The more important changes made by the 
Amendment Act are given below:— 

(a) The Government is empowered to order a special audit 
of a company’s accounts and if the Government thinks the affairs 
are not properly managed, it can order that the traUsfer of its 
ahares shall be void during a period not exceeding three years. 

(b) If 25% or more of the paid-up share capital of a private 
oompany is held by one or more corporate bodies it shall become 
a public company. Further, a public limited company can bo < 
converted into a private limited company only with the prior ap¬ 
proval of the Central Government. 

(c) Private companies which are subsidiaries of public cA- 
pauias are to be treated like public companies. 
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(d) No dividead shall be declared for any financial year ex¬ 
cept oat of the profits of the company for that year. 

With, these reforms, it was hoped the managing agency sya* 
tern will work to the advantage of the country. The unanimous 
yiew of the Company Law Committee is that “under the present 
economic structure of the country the managing agency system 
will continue to have its uses for some time to come and that 
cleansed of the abuses and malpractices which have disfigured 
its working in the recent past, the system may yet prove to be a 
potent instrument for tapping the springs of private enterprise.” 
However, the gradual elimination of the managing agency system 
is evident from the fact that out of 4,356 companies started re¬ 
cently (1960-61), 3,105 were proposed to be managed directly 
and only 50 by managing agents and 1,182 by managing directors. 

The Company Law Administration report for the year end¬ 
ing March 31, 1962, shows a shift away from the managing 
agency system and the weeding out of “paper companies” kept 
for improper company method^ and practices and the wasion 
and avoidance of the law. The number of new companies which 
adopted the managing agency system during the last six years 
was 1-2% of the total number of new companies registered dur¬ 
ing the period. Some of the more important malpractices relate 
to the appointment of directors as the sole sales representatives, 
the payment of excessive sitting fees, the withholding of audi¬ 
tors’ separate reports from the notice of the shareholders and 
improper distribution of company assets, maintenance of books 
of account at places outside the State, investments of question¬ 
able soundness, «*xcessive managerial remuneration and improper 
benefits paid to the directors and their executive. 

A Companies (Amendment) Bill was passed in November 
1963 aimed at safeguarding the interests of the investing public. 
It provides for the setting up of a tribunal which would go into 
the cases of persons found to have committed frauds and dis¬ 
honest practices in the management of a company. If found 
guilty the Central Government would be empowered to remove 
them from positions of managerial authority even if their term 
of ofiBce has not expired. This provides a swift method of deal¬ 
ing with undesirable persons. It also provides for setting up a 
board to secure better and more effective administration of the 
Company Law. There is also a provision for converting loans 
given by the Central Government to joint-stock companies into 
shares of those companies. Thus financial assistance will be 
given by the Government not only through loans but also through 
equity participation. There is also a provision for regulating 
voting rights of trusts in respect of shares held by them in joint- 
stock companies so that these voting rights are not abused by 
the donors in their own interests. 
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Industrial Policy 


The State policy regarding industries has varied with the 
changes in the political complexion of the State. The Indian 
Princes in the past had actively interested themselves in the 
fostering of industries. The East India Company, too, in the 
beginning, actuated by commercial motives, stimulated and en¬ 
couraged the development of certain manufactures. But pres¬ 
sure from England brought about a change in their policy, and 
they began positively to discourage Indian manufactures. The 
Indian Government and individual Indian administrators seemed 
to be strongly in the grip of the laissez-faire doctrine, “To regu¬ 
late industry was pernicious, to assist it was futile and to partici¬ 
pate in it was waste of public money.'* 

The outbreak of World War I, however, brought about a 
change in this policy. The Indian Industrial Commission (1916) 
recommended that the Government should play an active part in 
the development of industries. The Fiscal Commission also made 
similar recommendations and the Government became definitely 
committed to the policy of protection for helping Indian indus¬ 
tries. 

Industrial Policy Statement, 1948 

The dawn of Independence called for a new industrial policy 
This policy was announced on April 6, 1948, in the Indian Parlia¬ 
ment by the Minister for Industry and Supply. According to*, 
this policy, industriei, were roughly divided into four categories, 
viz., (i) exclusively government monopoly, (ii) government- 
controlled sphere, (iii) under State regulation, and (iv) private* 
sector subject to general State control. The role of the cottafro 
and small industries was made clear. It underlined th^ impCl^ 
anee of satisfactory relations between labour and management. , 
A sympathetic tariff policy was assured so as to prevent unfa^ * 
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oompetition. The taxation system was to be- reviewed and re¬ 
adjusted so as to encourage saving and productive investment. 

The Government of India seemed to have taken a middle 
course. The industrial policy avoided both dogmas: the dogma 
of the Eight, which says in effect that the State should never 
interfere with private enterpme, and the dogma of the licft, 
which believes in 100% collectivism and regards private profit- 
seeking as immoral. The Government sought to establish in 
India a Mixed Economy. 

The Policy Resolution of 1048 emphasized the responsibility 
of the Government in the matter of promoting, assisting and 
regulating the development of industry in the national intere.st. 
It was also envisaged that, even in the field left for private enter¬ 
prise, the State would progressively participate and intervene 
where the progress was unsatisfactory. 

In pursuance of the policy announced in 1948, several con¬ 
crete measures were taken. In October 1048, several tax con¬ 
cessions were given to the industry, such as abolition of import 
duty on industrial raw materials, a reduction from 10%* to 5% 
in the import duty on plant and machinery, exemption from in¬ 
come tax on profits of new industries for five years up to a limit 
of 6% on capital, liberalisation of depreciation allowance.s, etc. 
In July 1948 the Industrial Finance Corporation was also set 
up to provide finance for large-scale industries. The Krishnam- 
achari Fiscal Commission was appointed in 1949. It recommend¬ 
ed in 1950 a comprehensive fiscal policy. The Government ac¬ 
cepted their recommendations and accordingly constituted the 
Indian Tariff Commission. The Tariff Commission has much 
wider powers than the old Tariff Board. Several industrial 
enterprises have also been .started by the Central Government to 
fill up gaps in the industrial structure of the country. A chain 
of 25 national laboratories and institutes has also been set up to 
conduct research beyond the resources of our industrialists. 

Policy Statement, 1956 

During the eight years that passed since tlie declaration of 
industrial policy in 1948, several economic and political develop¬ 
ments took place, e.g., enunciation of Directive Principles of 
State Policy, completion of the First Five-Year Plan, etc. Those 
basic and general principles were given a more precise direction 
when the Parliament accepted in December 1954 the socialistic 
I)attem of society as the objective of social and economic policy. 
Industrial policy, too, must be governed by these principles. 

In order to realise this objective, it was considered essential 
to accelerate the rate of economic growth and to speed up indus¬ 
trialisation, to expand the public sector and to build up a large 
and growing co-operative sector. It has also become urgent to 
ireduce disparities in income and wealth, to prevent private mono¬ 
polies and the concentration of economic power in the bands of 
a small number of individuals. 
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Thus the State will have to assume progressively a predomi¬ 
nant and direct responsibility for setting up new industrial under¬ 
takings. All this has necessitated a fresh statement of the indus^ 
trial policy of the State in India. 

Accordingly, the industrial policy was restated on April 30, 
1956, by the Prime Minister in the Indian Parliament. The 
industries have been reclassified as follows according to the 
agency which has to develop them: 

(1) Seventeen industries have been given in schedule A, the 
development of which is to be exclusive responsibility of the 
State against six reserved for the public sector in the 1948 resolu¬ 
tion. The adoption of the socialist pattern of society for India 
and the urgent need for rapid and planned development require 
that all industries of basic and strategic importance or in the 
nature of public utility services should be in the public sector. 
Besides, the industries which require investment on a scale which 
only the State, in the present circumstances, can provide have 
also to be in the public sector. Thus the State has to assume 
direct' responsibility for the future development of industries 
over a wider area. 

The industries included in this sector are heavy castings 
and forgings of iron and steel; heavy plant and machinery re¬ 
quired for iron and steel production, for mining, for machine tool 
manufacture, etc.; heavy electrical plant, mining of iron ore, 
manganese ore, chrome ore, gypsum, sulphur, gold and diamond; 
mining and processing of copper, lead, zinc, tin, etc. All new 
units in these industries will be set up only by the State unless 
the State has already approved the setting up of some units by 
private enterprise. 

But this does not preclude the expansion of the exkting pri¬ 
vate units of the possibility of the State securing the co-operation 
of the private enterprise in the establishment of new units when 
the national interests so require. Whenever co-operation of the 
private enterprise is necessary, the State will ensure either through 
majority participation or otherwise that it has the requisite 
power to guide the policy and control of the undertakings. 

(2) In the second category have been placed twelve indus¬ 
tries which will be progressively State-owned and in which the 
State will, therefore, generally take the initiative in establishing 
new undertakings, but in which private enterprise will also be 
expected to supplement the effort of the State. These industries 
have been given in schedule B, and they are: aluminium and cer¬ 
tain other non-ferrous metals; machine tools, ferro alloys, basic 
and intermediate products required by chemical industries, sueh 
as the manufacture of basic drugs, dyestuff, etc., fertilisers, syn¬ 
thetic rubber, carbonization of coal, road transport and sea- 
transport. For accelerating tbeir future development, tSia 
State will increasingly establish new undertakings in these indil* 
i^es. At the same time, private enterprise will also have wb 
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opportunity to develop in this field either on its own or with 
8tate participation. 

(3) The remaining industries fall in the third category. 
Their development will be undertaken ordinarily through the 
initiative and enterprise of the private sector, though it will be 
open to the State to start any industry even in this category. 
It will be the policy of the State to facilitate and encourage the 
development of these industries in the private sector in accord* 
ance with the programmes formulated in successive Five-Year 
Plans, by ensuring the development of transport, power and other 
services and by appropriate fiscal and other measures. 

The State will continue to foster institutions to provide finan¬ 
cial assistance to these industries and special assistance will be 
given to enterprises organised on co-operative lines for agricul¬ 
tural purposes. In suitable cases, the State may grant financial 
assistance to the private sector. >Sueh assistance, especially when 
the amount involved is substantial, will preferably be in the form 
of participation in equity capital, thougli it may also be !n part 
in the form of debenture capital. 

Industrial undertakings in the private sector have necessarily 
to fit into the framework of the social and economic policy of 
the State and will be subject to control and regulation by the 
State. The Government of India, however, recognise that it 
would, in general, be desirable to allow such undertakings to 
develop with as much freedom as possible, consistent with the 
targets and objectives of national plan. ^Yhen there exist in the 
same industry both privately and publicly owned units, it would 
continue to be the policy of the State to give fair and non-dis¬ 
criminating treatment to both of them. 

The division of industrie,s into separate eategories does not 
imply that they ‘are being placed in water-tight compartments. 
{Inevitably, there will not only be an area of overlapping but 
also a great deal of. dovetailing between industries in the private 
and, public sectors. It will be open to the State to start any 
industry not included in schedule A and schedule B when the 
needs of planning require or there are other important considera- 
. tions. In appropriate cases, privately owned units may be per¬ 
mitted to produce an item falling within schedule A. Whereas 
State trading will be undertaken on an increasing scale, the private 
sector will have the opportunity to develop and expand. 

As regards the cottage and village and small-scale industries, 
the State would continue to follow a policy of supporting such 
industries by restricting the volume of production in the large 
scale by a differential taxation or by direct subsidies. But the 
aim of the State policy would be to ensure that the decentralised 
sector acquired sufficient vitality to be self-supporting and iti 
development was integrated with that of large-sc^e industry. 
The State will, therefore, c<wbcentrate on measures designed 
improve the competitive strength of these industries. For this 



INDIAN ECONOMICS 


purpose it will be e^ential that the technique of production 
should be constantly improved and modernized, the pace of trans- 
fc^mation being regulated so as to avoid, as far as possible, 
technological unemployment. Establishment of industrial estates, 
and the rural community workshops, extension of rural electrifi. 
cation and the supply of power at cheap rates are bound to help 
these industries. 

In order that industrialisation may benefit the economy of 
the country as a whole, it is important that disparities in levels 
of development between different regions should be progressive¬ 
ly reduced. For this purpose, transport facilities, power supply 
and other facilities will be made available to areas which are at 
present lagging behind industrially and where there is a greater 
need for providing opportunities for employment, provided the 
location is otherwise suitable. 

Industrial Policy Statement 1956 clarified the role of the 
State in, the industrial sphere and underlined its increasing im¬ 
portance. Although there is going to be an expansion of the 
public sector, yet the private sector is not squeezed out. With 
the exception of 17 industries in the public sector, the entire field 
has been left open for the private sector to expand itself in keep¬ 
ing, of course, with the overall national plan and objectives. 
Thus, uncertainty as to the precise role that the private sector is 
to play has been removed. 

But the industrial set up envisaged is such that the key in¬ 
dustries and the production of basic raw materials will be in the 
public sector on which the private sector will, therefore, increas¬ 
ingly come to depend. It is clear that the government is definite¬ 
ly committed to bring about rapid industrialization and will take 
initiative in setting up industries of the first two categories. The 
idea of State participating in equity capital is to ‘ensure efficiency 
and rapid development. 

l^duslaial Policy under the Five-Year Plans 

In the Five-Year Plans, industrial development has been 
given a place of prominence especially in the Second and Third 
Pfive-Year Plans, Priorities for the development of various in¬ 
dustries have been laid down and targets for their expansion 
have been set up. The most noteworthy feature of the Indian 
Government’s industrial policy in the Plans has been the great 
emphasis that has been placed on the development of basic and 
capital goods industries. Foreign aid in capital equipment and 
technical personnel is also being earnestly sought. Offer of 
special concessions, etc., resulted in agreements with three lead¬ 
ing foreign companies which started three oil refineries in the 
country with a total capital investment of ovet Bs. 50 crores. 

Lately, greater attention has begun to be paid to small-scale 
aud eotta^ industries also. The other steps pf far-reaching im- 
portlf^e lor the development of industries have been for the pro- 
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vitiion of power and finance. Apart from enhaneing the uaefol' 
ness of the Industrial Finanee Corporation, Finance Corporations 
have been set up in almost all States, and more important, the 
National Industrial Development Corporation, the Industrial 
<lredit and Investment Corporation of India, the National Small- 
Scale Industries Corporation, the Eefinanee Corporation for In¬ 
dustries have been set up. 

The Industrial Policy Resolution of 1956 formed an integral 
part of the Second Plan. The Third Plan proposes to' continue 
this policy. In the words of the Third Plan: “The expansion of 
industry will continue to be governed by the Indian Policy Reso-* 
lution of April 1956. As in the Second Plan, the roles of the 
public and private sectors are conceived of as supplementary and 
complementary to each other. For example, in the case of nitro¬ 
genous fertilisers whereas the public sector has already assumed 
a dominant role, it is envisaged that during the Third Plan the 
private sector will enter this field in a bigger way than in the 
past and supplement the efforts of the public sector... .Similarly 
whereas the manufacture of bulk drugs will be organised mainly 
in the public sector, the further processing of bulk drugs will 
also be undertaken in the private sector.” In the oil refinery both 
sectors are working shoulder to shoulder. It is quite clear that 
the industrial policy of the State is to accelerate industrial deve- 
lo[)iaent but not on the expense of the private sector. 

In each State there is a “Department of Industries” whose 
function it is to foster industrial development in the State. The 
States provide technical training, and arrange for industrial re- 
seai’ch not only in connection with the existing industries but also 
those which can be brought into existence. They also lend finan¬ 
cial assistance in deserving eases. They try to improve the 
marketing organization, and act as bureau of industrial informa¬ 
tion. In (heir effort to improve the economic conditions of the 
State, they extend the necessary eo-operation to other beneficent 
departments. 

In August 1962 high-level review of the pattern of industrial 
growth m the country in the last few year^ has brought to light 
some serious imbalances and has indicated the need for re-think¬ 
ing of the industrial policy. A re-assessment of the relative roles 
of the public and private sectors seems to be necessary to deter¬ 
mine the extent to which the present indnstrial policy should be 
revised or modified. The policy laid down in 1956 resolution is 
considered flexible enough to allow for changes of marginal 
nature. A rigid adherence thereto would defeat the purpose of 
.planned development. The rate of progress in certain high 
priority industries like cement and fertilizers has been inade¬ 
quate. At the same time, industries of low priority have been 
permitted to develop in the private sector. Th(S has resulted in 
the frittering away of valuable internal and foreign exchange 
mources. Planning Commission is understood to have pro¬ 
posed that the activities of the private and public sectors should 



INDIAN 3SCONOM1C8 


U4 

be better co-ordinated within a specified sphere of high priorities. 
It may thus become necessary to exteud the activities of the 
publie sector to industries which have so far been more or less 
exclusively reserved for the private sector. This would bring 
about accelerated rate of growth of these high priority industries 
in which the private sector has not shown suflScient interest. The 
private sector may be compensated with the limited access to the 
preserves of the public sector espeeially where the public sector 
has failed to carry out its programme fully, hhirther licensing of 
low priority industries in the private sector may be stopped alto¬ 
gether. There exists a lot of uninstalled capacity in the private 
sector aUd they may be required to complete tlieir programmes. 

Industries (Development and Regulation) Act, 1961 

In order to place industry on a sound footing, the Govern¬ 
ment passed, in October 1951, the Industries Development and 
Control Act. The Act was brought into force on May 5, 1952. 
It has conferred- very wide powers on the Government under 
which it can take over any industry or start a new one, at the 
same time making it possible for private enterprise to develop 
industries in accordance with a centrally regulated policy 

It provides for registratioo Of existing ejitcrprises and licens¬ 
ing of the new ones. The licence may impose conditions regarding 
location and minimum standards in respect of size, equipment and 
teehniqup. 

According to the rules framed under the Act, the Govern¬ 
ment can ask the industries to take steps to stimulate develop¬ 
ment, regulate production, use particular raw materials, ^ 
standards of production, prohibit iiraetices likely to reduce pro¬ 
duction, maintain accounts in a certain manner, submit returns, 
etc. 

The Act empowers the Government to start investigation in 
the affairs of any industrial undertaking where there is either 
decline in production or deterioration of quality or bad manage¬ 
ment or when national resources have to be conserved. In the 
event of the industry uol carrying out the Government directions, 
the Government is empow'ered to take over the management. 

There is provision in the Act for setting up of a Central Ad¬ 
visory Council representing varied economic interests to advise 
the Government in the matter of regulation and control of indus¬ 
tries. For each important industry has to be formed a Develop¬ 
ment Council on the lines recommended by the Planning Com¬ 
mission consisting of representatives of management, labour and 
technicians to improve its efficiency. The more important func¬ 
tions of the Development Councils are: (1) to recommend tar¬ 
gets for production, to co-ordinate production programmes and 
to review progress from time to time; (2) to suggest noims of 
efftcienoy with a view to eliminating waste, obtaining maxinssim 
production, improving quality and reducing costs; (3) to rcoom- 
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zuend measures for seouring^ fuller utilisation of installed eapa> 
cH^r; (4) 4o assist in the disWibution of controlled materials and 
to promote arrangements lor obtaining materials; (5) to promote 
or undertake scientific and industrial research and the collection 
and formation of statistics; and (6) to promote technical training. 

The Act has been described a landmark in the country’s in¬ 
dustrial legislation. There is no doubt that State control in¬ 
volves red tapism, lack of drive and imagination, but is the 
performance of the industrialists in India better! As Mr, 
Morrison addressing his party conference remarked, “We want 
private enterprise to realise that their only possible justification 
is that they are efiaeient, economical and really enterprising and 
that they really work for the common good... .Private enterprise 
which indulges in anti-social conduct will be pulled up short and 
sharp.” Only by their honest and efficient management of indus¬ 
try can the businessmen render the Act superfluous. 

In pursuance of this Aet, a Central Advisory Council com¬ 
prising representatives of industry, labour, consumers, etc., was 
established in May 1952. A Licensing Committee and ‘several 
Development Councils were also set up. A bill to amend Indus¬ 
tries (Development and Regulation) Act was passed in May 1953. 
It extends the scope of the Act to cover factories with invest¬ 
ment of less than Rs. 1 lakh. It also gives Government wider 
powers to take over the management and control over industrial 
undertakings. By the exercise of these powers, the Government 
hopes to secure: (i) a proper utili.sation of the eountry's resour¬ 
ces; (ii) a balanced development of large-scale and small-scale 
industries; and (iii) a proper regional distribution of the various 
industries. At the end of 1963 nearly 160 industries came with¬ 
in the scope of this Act. 
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Industrial Labour 


The rise of the wage-earniug class in India has been very 
jilow. Predominance of agriculture and attachment to land, the 
-existence of joint-family system and the absence of successful 
industrial careers are some of the causes which prevented the 
rise of the industrial labour in India. Demand for Indian labour 
from Colonies and for plantations did raise some labour problems. 
But it is only after World War I that the Indian labour became 
•conscious of its strength and rights. The influence of Inter¬ 
national Labour Organization also tended in the same direction. 
The appointment of the Royal Commission on Labour in 1931 
and the advent of popular Ministries in 1937 and Independence 
in 1947 aroused a general interest in labour in recent years. 

Labour Efficient^ 

Attempts have been made by some to represent relative in- 
eflleieney of Indian labour in terms of output or number of hands 
employed per unit of machinery. It is pointed out that an opera¬ 
tor looks after 240 spindles in Japan, 540 to 600 in England and 
1,120 in the U.S.A., but only 180 in India. Again, a weaver in 
India, it is said, attends to two looms, in the XJ.K. to 4—6 and 
in (T.S.A. to 9. Sir Alexander McRobert said before the Indus¬ 
trial Commission that an English worker was 3.5 or even four 
times as efi5cient as an Indian worker. According to Sir Clement 
Simpson’s calculations, 2,66 workers in a cotton spinning tod 
weaving mill in India are equivalent to one operative in Lanca- 
■shire. 

But such statements do not reflect any innate inferiority of 
the Indian worker. More workers are employed in India per junit 
•of machinery, because labour is cheap and machinery is dear 
"The smaller output per worker is often due to the use of bad 
^material, out-of-date machinery, bad control and defective 
mauagtoient. Therefore, we cannot subscribe to th«se pseudo* 
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matjbematieal representationjs of the relative efficiency or ineffi¬ 
ciency of Indian labour. Still the fact remains that Indian labour 
is less efficient as compared with, say, British or Japanese labour. 
Therefore, in India, while wages are low, labour is dear. 

It is, however, gratifying to note that labour efficiency is 
improving in India. The average output per man-shift was 
higher in 1954 than in 1953 and the trends in 1955 showed that 
the improvement was being maintained.* 

<Oauses of Low Efflcdenqy 

Apart from the enervating Indian climate, poor physique, 
illiteracy and lack of technical training and less disciplined 
character, the following are the main factors which lower the 
efficiency of Indian factory workers:— 

(1) Migratory Character. Unlike in the West, where fac¬ 
tory population is permanent, Indian labourers are mostly mig¬ 
rants from the villages. They leave the villages to escape from 
■destitution and from numerous social disabilities or penalties for 
offences against the village moral code or from the money-lender. 
It may also be that they leave their village to improve their econo¬ 
mic condition. The excessive pressure on land, the decay of vil¬ 
lage crafts and better opportunities in the city drive the people 
from the villages to the factory areas. 

But they do not permanently sever their connections with 
the village, because, as the Labour Commission remarks, the driv¬ 
ing force comes from one end of the channel only, i.e,, the village 
end. “They are pushed and not pulled to the city.” Strange 
environments of the city, its insanitary conditions, high cost of 
living and lack of employment for the whole family compel them 
to leave their familie.s in the village to which they desire to re¬ 
turn sooner or later. 

The migratory character affects efficiency. The strange 
■environments sub.icct him to severe strain, and he falls a victim 
to sickness and disease. The fatigued body and overstimulated 
mind find dangerous relief in alcohol and gambling. Discipline, 
long hours of work in a factory to which he is not used, home- 
isigkness and mental depression—all adversely affect his capacity 
for, and interest in, his work. 

There is, however, the other side too. The villager brings to 
the factory better physique; combination of rural and urban life 
widens his outlook. The periodical visits to the village consti¬ 
tute a nice and chief holiday which improves his health. Be¬ 
sides, he becomes an instrument for the diffusion of knowledge 
In the village, and thus quickens the mind and enlarges the out¬ 
look of the people of his village. For all these reasons, the link 
with the village, according to the Labour Commission, is an asset 
of incalculable value. 


1. See an artide on the '‘Trend in the index of productivity of faetoiy 
workers in India** published in the ZndiaH Labour Oaeettet November 1955. 
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(2) Low Wifes. Bffieiency of labour dopenda upon nourisk- 
iug diet, proper housing and other amenities. But wages in 
India are too low to afford these. For the paltry sum that a 
worker in India gets, he cannot be expected to put in his best, 
and his eflBciency must necessarily be low. 

(3) Low Standard of Living. It follow^ from low wages 
that standard of living of the Indian worker must be very low. 
Inadequate and unbalanced diet, a dirty hovel to live in, shabby 
and insufScicnt clothing to cover his limbs, and complete absence 
of expenditure on medical aid, education and recreation must 
adversely, affect his health and efficiency. 

(4) Long Hours and Tiring Factory Conditions. A worker 
who has to work about 10 hours eveiy day in the hot summer 
days or in severe winter in a congested and ill-ventilated factory 
and under an unsympathetic manager, cannot put in hijs best. 
Factory environments represent a marked contrast to his native 
environments. His efficiency must naturally suffer, 

(&) Unsatisfaetmy Housing. A further cause of industrial 
inefficiency is the appalling condition in which the workers are 
housed. Insufficient accommodation, the dark and stuffy interior 
of the tenements and their squalid surroundings are the chief fea¬ 
tures of a working class colony. Single-room tenements seem to 
be the rule and most of them are unfit for human habitation. 
They are said to be “cold in winter, hot in summer and wet in 
rains.” In these circumstances, the Indian labourer must conti¬ 
nue to show a lower degree of efficiency. 

(6) Absenteeism. There is a high turnover of labour in 
Indian factories. It is thought that a worker avaiU himself of 
2-3 days’ holiday in a month and 3-7 weeks in a year. Jt neces¬ 
sitates the employment of reserve with additional costs to the 
concern. 

(7) Indebtedness. Being in debt has an adverse psycho¬ 
logical effect on the worker and impairs his efficiency. The usual 
rate of interest varies from 76 to 150%. Once in debt, therefore, 
it is impossible for a worker to extricate himself. An inquiry in 
Madras showed that of 800 workers all but 13 were in debt on 
an average of about 6 months’ wages.^ 

Other factors responsible for the relative inefficiency of 
Indian labour are the defective and inexperienced management, 
use of bad machinery and materials and weak labour organiza¬ 
tion. In the words of Dr. Vera Anstey, “When it is realised that 
the labourer who is obliged to live in such uncongenial, unhealthy 
and soul-destroying surroundings, is in any ease illiterate, super¬ 
stitions and untrained, it is to be expected—entirely without pre¬ 
judice to his mental abilities—that at any wage, however low, 
his service can be really cheap!’”' 

I, ShiTS Boo —The InduatricA Workers in InAia^ 1939, pp. 133-35t 

^S. Vera Awrter—Jfowtemw Dm^elopment of India, 1986, p. 280. 
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In reeent years, cozaplaints have been made about marked 
deterioration in labour efficiency. The chairman of the Ta^ Iron 
and Steel Company pointed ont, in his annual report in 19^, that 
the average output of steel per employee had fallen from 24—36 
tons in 1939-40 to 16—30 tons in 1948‘49. He complained that in 
aome departments the majority of the men were working at one- 
third to one-half of their capacity. This recent deterioration 
had been attributed to (a) the rigidity of the existing wage con¬ 
tract, (b) the growing strength of the labour movement and the 
weakening control of the employers over labour, (c) the increas¬ 
ing propensity for leisure resulting from higher wages, (d) dis¬ 
satisfaction of labour with the traditional methods of manage¬ 
ment, (e) growing opinion in labour circles in favour of ‘sharing 
work’ rather than reducing employment by intensive effort, and 
(f) resistance of labour to high pressure effort and rigid disci¬ 
pline. 

In order to improve efficiency, it will be necessary to adopt 
a comprehensive programme of labour uplift. Greater diffusion 
of technical and general education, raising wages to a reasonable 
level, reduction of working hours, improved housing and other 
improvements in working conditions are bound to affect favour¬ 
ably the efficiency of the workers. But, above all, a radical 
change in our ideal is necessary. So long as a worker suffers 
from a sense of insecurity and fear of unemployment, and so long 
as he feels that he is working for others, his efficiency cannot rise 
to the highest pitch possible, he will try to do the least and try 
to get the most out of his work. He must, on the other hand, be 
made to feel that his work fulfils a social purpose, he must be 
guaranteed complete security from want and fear. Thus alone 
can the worker develop the right morale. 

Factory Legi^ation 

In the befinuiug of the modern industrial system, the em¬ 
ployers were free lor a generation to use their labour in any 
manner %8y Mkedi unhampered by any legal restrictions. The 
result yNwi ike working hours were inordinately long. Labour, 
especially of 'W<akm and children, was exploit^. The condi¬ 
tions in factorie* ivere hiliuman and intolerable. For injuries 
recciWld in the factory, which the unfenced machinery often in- 
' ^icted^tho worker did not receive any compensation. Such a 
elate could not last long and a series of Factory Acta came to be 
passed. 

Factories Act (1881). The heart-rending conditions of the 
workers awakened the sympathies of some public-spirited men. 
The Lancashire manufacturers also pressed for factory legisla¬ 
tion in India, because they thought that the absenee of it placed 
^e Indian manufacturers at an advmitage. A Factory Commis- 
idon was appointed in 1875 which led to the passing of the first 
If^actoriM Act in 1881, Under this Act, the children got a Umited 
protection. But the adult labour continued to suffer. No child 
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was to be emplojed below the age of seven and the number of: 
hours for them were fixed at nine. In the absence of proper fac¬ 
tory inspection, the Act remained almost a dead letter. 

Factories Act (1891). The Act of 1881 naturally satisfied 
neither the workers nor their sympathizers. The adult workera. 
had to work from sunrise to sunset even on Sundays, and the holi- * 
days were devoted to the cleaning of machinery. They did not 
get any time even for meals. Another Factory Commission was 
appointed in 1890 and, on their recommendation, the second Fao- 
tones Act was passed in 1891. According to this Act, the mini¬ 
mum age for employment of children was raised to nine, and the 
hours of work for those between the ages of nine and fourteen 
were reduced to seven. No woman was to work between 8 p.m. 
and 5 a.m. and the maximum number of hours for them were 
fixed at 11 with an interval of 1^ hours. Other provisions were 
I.alf an hour's compulsory rest daily, and weekly holiday. The 
Act applied to factories employing 50 persons, as against lOO 
persons in the first Act, and the local Governments were em¬ 
powered to apply it by notification even to those employing 20. 

Factories Act (1911). For the next 20 years, no step for¬ 
ward was taken in the matter of factory legislation. In 1906, 
the Freer Smith Committee and in 1907 a Factory Commission 
inquired into the working conditions, and they referred to the 
evasion of the previous factory laws. This led to the passing of 
the Factories Act of 1911. Its principal provisions were: 12 
hours as the maximum limit for men and 6 hour.s for children, 
regulations to ensure .safety and health and making inspection 
more effective by providing penalties for breaches. 

Factories Act (1922). The World War I had awakened 
among the workers a new consciousness of their importance and 
solidarity. There was insistent demand for reduction*of hours. 
Thus the Factories Act was amended in 1922. This Act applied 
to factories employing 20 persons, prohibited the employment of 
children under 12 and in two factories on the same day, fixed 
6-hour day for those between 12 and 15 years of age, and a half- 
hour interval after 4 hours’ work. It limited the hours of adult 
workers to 60 per week and 11 per day. Women were not to 
work between 7 p.m. and 5-30 a.m. It contained provisions re¬ 
lating to compulsory rest intervals, a weekly holiday, measures 
for health and safety and for controlling excessive artificial 
humidification in the interest of workers’ health. 

Minor amendments were made by the Acts of 1923, 1926 and 
1931. 

Factories Act (1934). The working of the Factory Acts re¬ 
vealed their shortcomings and the labour leaders and social re¬ 
formers agitated for bringing the factory legislation in India in 
line with that in advanced countries. The Eoyal Commission on. 
labour was appointed in 1929. It conducted a comprehensiyb 
inquiry into the varioug labour problems of India. A crop # 
legislative measures resulted from their recommendations. 
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The factory legislation was overhauled by the Indian Fac¬ 
tories Act of 1034. According to this Act, no child between 12 
and 15 years was to work for more than 5 hours a day, and non¬ 
adult workers between the ages of 12 and 17 had to produce a 
certificate of fitness. In the case of adult workers the maximum 
number of hours was limited to 9 per day or 54 in the week. 
There was a provision for a weekly holiday and a rest intervab 
after 6 hours’ continuous work. The seasonal factories were per¬ 
mitted to work 11 hours a day or 60 hours per week. The fac¬ 
tories can be called upon to adopt cooling measures for the com¬ 
fort of the workers. They have to provide adequate water* 
supply, a shelter for rest, suitable rooms for women and children 
and adequate first aid equipment. The Act also limits overtime 
work and provides for extra pay for the overtime put in. There 
^re provisions for the security of the factory structure. Limits 
were imposed on the power of Local Governments in granting 
exemptions. 

An amended Act passed in March 1946 reduced the weekly 
hours of work to 54 for seasonal and 48 for perennial factories. 

Factories Act (1948). The Factories Act of 1934 was amend¬ 
ed in a comprehensive manner by the passing of the Factories 
Act of 1948. The Act of 1934 left many vital matters to the 
rule-making powers of the State Governments. All the minimum 
requirements, particularly relating to health and safety, have 
now been embodied in the Act itself. There is a provision of a 
minimum standard of 500 cubic teet of space per worker in the 
case of new factorie.s, proper arrangements for the supply of 
wholesome drinking water and the provision of lunch rooms for 
the physical comfort of the -workers. A canteen is compulsory 
for a factory employing 250 workers or more. 

There is a provision for compulsory licensing and registra¬ 
tion of factories. Previous permission has to be obtained for the 
construction and extension of any factory and specifications have 
to be approved. 

The daily and quarterly limits of overtime have been fixed 
and the extent of the annual leave with pay has been raised from 
10 days per year to one day for every 20 days of work in the case 
of an adult and to one day for every 15 days of work in the ease 
of a child. The distinction between seasonal and perennial fac¬ 
tories has been removed. The maximum weekly hours of work 
have been fixed at 48 and 9 hours a day. The spread-over has- 
been fixed at lOi hours in a day. ^ 

No adult worker is allowed to work more than five hours un¬ 
less he has had an interval for rest of at least half an hour. For- 
overtime twice the normal rates of wages shall have to be paid. 
It also provides for employment of welfare officers in factories- 
employing 500 or more workers. 

No child can be employed in the factory till he has completedT 
|)is fourteenth year. Those between 14 and 15 have to be treatedC 
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AS cluldxen. Hours of work for ehildxeu have been rediieed to 

Every year the children have to be medically examined. 
]^ployment of women and children between 7 p.m. and 6 a.m. 
is prohibited. Also they cannot be employed on machinery that 
would expose them to risk of injury. 

The Act also imposes penalties on workers for breaches of 
the Act. They can be imprisoned if they wilfully mishandle 
machinery and fined if they spit except in the spitoons. 

The Act is made applicable to factories employing 10 or 
more persons in power-driven factories and employing 20 or 
more in -other cases. The State Governments are empowered to 
apply it to any factory irrespective of the number. 

The Factories Act 1948 was amended in 1956. It fixed 240 
days’ work in a calendar year as the minimum attendance neces¬ 
sary to qualify leave with wages. 

A separate set of laws was passed to regulate working condi¬ 
tions jn the mines. The first Act was passed in 1901 and later in 
1923 and amending act in 1935. The mines legislation was over¬ 
hauled in 1949, Working hours for the mine workers have been 
reduced to 48 per week and no worker is allowed to work for 
more than 9 hours above ground and 8 hours underground. Some 
amendments were made in 1959. 

fiocial Security 

The term ‘social security’ has become current in context of 
the ameliorative measures adopted by modern States. It is a 
much wider term than social insurance. It includes, besides 
social insurance, what is known as social assistance. Social in¬ 
surance provides benefits to those who have made contributions 
to the social insurance fund, whereas social assistance is provid¬ 
ed free. The risks of unemployment, sickness and old age are 
usually covered by social insurance, whereas benefits of hospitals, 
sanatoria, maternity, child welfare, school health services, etc,, 
are included in social assistance. The social security system of a 
country is made up of social insurance and social assistance. 

Social security schemes of India are still in their infancy. 
None of the contingencies which a worker has to face in life has 
yet been fully covered. Workmen’s Compensation Act, Employ¬ 
ees’ State Insurance Act and Employees* Provident Fund Act can, 
by courtesy only, be called social security measures. These arc 
only modest beginnings in the direction of social security— a case 
of little done and vast undone. Moreover, the measures already 
adopted have been separately conceived and executed and have 
not, therefore, been properly integrated with each other. As a 
res^t there is even duplication and confusion. Therefore, apart 
from extending further the scope of social security in the coun¬ 
try, what we need is the integration of the varioTUi ef 

fecarity under the anspicee of a single organisetiaM. Ilk 
can then expect much greater efficiency and economy in its woi^ 
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Ing. The Me&on Committee (Chairman Mr. V. K. Meuon, the 
Director, Indian Branch of the International Labcmr^ OfiBce) haa 
recently made recommendations for integrating social security 
schemes in the country. Another improvement in social security 
recommended by this Committee is that the provident fund 
should be converted into a statutory pension scheme. 

Even when these improvements are affected, it will take us 
very long before we are able to attain the standards of the ad¬ 
vanced countries like the U.K. and the U.S.A. where social 
security from the ‘cradle to the grave’ has been provided. 

We give below a few measures that have been adopted in 
India in the direction of social security. 

Workmen’s Compensation Act. Up to 1923, an employer 
could be used in a Court of Law under the Fatal Accidents Act, 
1895, in case of death by accident. But the law was practically 
a dead letter. The first Compensation Act was passed in 1923. 
It provided for compensation to be paid to the employee *in case 
the accident occurred during and in course of work. 

Amending Acts were passed in 192G, 1929, 1931 and 1933. 
The amount of compensation in case of a fatal accident depend! 
upon the average monthly wages of the deceased, and, in case of 
injury, on the monthly wage and the extent of the injury. In 
the case of an injured workman whose wages are not more than 
Rs. 10 p.m. the compensation in case of death is Rs. 500, for 
permanent disablement it is Rs. 700, and for temporary disable¬ 
ment half the monthly wages. When the monthly wages are be- 
tvfeen Rs. 50 and Rs. 60 the corresponding figures respectively 
are Rs. 1,800, Rs. 2,520 and Rs. 15 p.m. The amounts of compensa¬ 
tion for* persons earning over Rs. 300 are Rs. 4,500, Rs. 6,300 and 
Rs. 30 p.m. respectively. In case of minors, the compensation for 
death is Rs. 200, for permanent disablement Rs. 1,200, and for 
temporary disablement half the monthly wages. Persons em¬ 
ployed in administrative or clerical capacity and those whose 
monthly earnings exceed Rs. 400 (except railway servants) are 
excluded. To safeguard the interests of the dependants, all fatid 
accidents have to be brought to the notice of the Commissioner 
and the amount of compensation has to be promptly deposited 
' with him when the employer admits the liability, and in case he 
does not, the dependants are informed accordingly. 

The Workmen’s Compensation Act was amended in 1959 by 
which distinction between an adult and a minor for the purpose 
of payment of compensation was removed. If the payment of 
compensation is delayed, 0% interest has to be paid and a fur¬ 
ther penalty up to 50% if there is no justification for the delay. 
The list of injuries has been made more comprehensive. The Act 
was further amended in 1962 to rake the wage limit for coverage 
and compensation from Rs. 4(K> to Rs. 500 and revise the rater 
nf eompenaation. 
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Mafceniity Benefit L^fislaticm. Maternity Benefit Acts have 
now been passed in almost all States, and they apply not (mly to 
factories but also to plantations and mines. These Acts provide 
for compulsory rest and a cash benefit for a certain period before 
and after child-birth, subject to the condition that the employee 
has put in service for a period varying from six months to a year. 
During the period of this cash benefit, the employee concerned 
cannot take up service elsewhere. The Maternity Benefit Act, 
1961, was enacted to provide uniform standards for maternity 
protection. It applies in the first instance to all factories, mines 
and plantations, except those to which the Employees’ State In¬ 
surance Act applies. 

Employees’ State Insurance. The Employees' State Insur¬ 
ance Act was passed by the Indian Parliament in 1948 and was 
amended in 1951, The Act provides for sickness, maternity, dis¬ 
ablement, and medical benefits for all workers employed in fac¬ 
tories having 20 persons or more and using power. The (lovern- 
ment Irave howev(r been empowered to extend the scheme to 
other establishments, industrial, commercial, agricultural or 
otherwise. Employees, wliose remuneration exceeds Es. 500 a 
month, are not covered by the Act, 

Before a worker could qualify himself for sickness benefit, it 
has been provided that contributions should be paid for a period 
of six montlis, and that in return for such contribution the work¬ 
ers would be entitled to benefits in a subsequent period of six 
months. The minimum number. of weekly contributions that 
must have been i)aid by the workers has been fixed at 12. The 
contributions are payable not only in respect of weeks during 
which the employee rendered service and received wages, but 
also in respect of weeks during which he was on authorized leav* 
or was unable to work because of a lock-out or legal strike, with 
the further qualification that in respect of legal strike, contribu¬ 
tion would be payable only if wages were paid either in part or 
in full. The employees’ contribution would be recovered only 
from the wages due for the period to which the contribution re¬ 
lated. 

The number of contributions with regard to maternity bene¬ 
fits is also 12. Workers earning up to Re, 1 per day are exempt 
from contributions. Those who earn Re. 1 to Rs. 1-8 per day 
contribute two annaa per week. The higher wage groups contri¬ 
bute 4 annas to Rs. 1-4 per week. The maternity benefit is pay¬ 
able at the rate of 12 annas per day or the sickness benefit rate 
whichever is higher. It is paid for every day of the week for a 
period of 12 weeks of which not more than six weeks can precede 
the confinement. 

Persons disabled on account of employment injury are paid 
benefit in the form of a pension and the dependants of a de,c«h«e<i 
person are also similarly paid benefits in the form of a peiwioaL^ 
^e pension to a permanently disabled worker is to be at the ratp 
of 7/dl3th8 of the weekly earnings. 
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In regard to medieal care and attendance to families of insniv 
ed persons, it has been provided that if a State Government is in 
a position to provide for medical care and treatment not only 
for the insured worker but also for his family, and if the Em¬ 
ployees’ State Insurance Corporation v? in a position to bear the 
extra expenditure, then the benefit should be extended to the 
family of the insured person also. The maximum period for 
which sickness benefit is payable has been prescribed as eight 
weeks in a year and the weekly benefit is nearly 7/12ths of the 
earnings of the workers. But as soon as circumstances permit, 
the Corporation is asked to make use of its power to extend the 
period of benefit. 

The State Governments are expected to contribute about 
one-third of the cost of providing medical care and treatment. It 
is expected that the .standard of medical care and treatment for 
insured workers 'would be such as would cost about Rs. 6 per 
year as against the per capita expenditure today of (i atinas. So 
far as the Central Government is concerned, it undertook to make 
a grant equal to two-thirds of the administrative expenses for a 
period of five years 

The scheme is administered by a corporation to be known as 
the Employees’ f^tate Insurance Corporation with the Labour 
Minister of the Central Government as the Chairman and the 
Health Minister as the Vice-Chairman. Both the employee^ and 
the employers have five members each in the Corporatioii. 

With effect from April 1, 1962, the employers’ contribution 
has been raised from 1.25% to 2.5% of the wages in the areas 
where the scheme has been implemented. In other areas it re¬ 
mains 1.25%. By the end of November 1963, the Insurance 
scheme was ext ended to about 20 12 lakli workers in 121 centres. 
At the end of 1962-63, the employees’ contribution stood at 
Rs. 6 02 orores and the employers’ contribution at Rs 6.24 crores. 

A sum of Rs. 5 29 crores was given to insured jiersons by way of 
benefits. By the end of the Third Plan, it is hoped to bring under 
the scheme all factories employing 20 or more workers covering 
34 lakh workers. 

By the end of March, 1962 the insurance scheme was extend¬ 
ed to 18.65 lakh workers. The employees’ contribution stood at 
Rs. 5.43 crores and employers’ contribution at Rs. 4.02 crores. 

A sum of Rs. 4.16 crores was given to the insured persons by 
way of benefits. On March 31, 1964 it covered 23.35 lakh 
workers. 

Employees* Provident Fund. The Employees’ Provident Fund 
Act was passed in March 1952. It applies to such of the factories 
and establishments engaged in tie notified industries which em¬ 
ploy 50 or more persons and have existed for a period of three 
years. The workers who have continuously worked for one yew 
or have actually worked for not less than 240 days during the 
year or less and whose monthly wages including dearness allow¬ 
ance and cash value of food concession do not exceed Rs. 1,000 <.« 
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per month are compulsorily required to contribute to the Fund ai 
6i% of their basic wages. They may, if they so like, contribute 
at a higher rate up to 8-1/3%. The employer has also to make a 
similar contribution. The employers are not permitted to reduce, 
directly or indirectly, the wages of any employee or to disconti¬ 
nue or reduce any benefit which an employee may already be 
enjoying, simply because the employers are liable to contribute 
to the Provideht Fund. 

The Act has been amended with a view to liberalising the 
rules regarding payment of an employer’s contribution to the 
Fund to outgoing members. Formerly the employers’ contribu¬ 
tion could be paid in full only after 20 years’ membership and no 
part thereof with less than 5 years’ service. Now these rules 
have been liberalised. 

The Act was amended in 1960 to provide for (i) making it 
applicable to smaller units employing 20 persons or more, (ii) 
coverage being continued in establishments where employmeut 
does nolt fall below 15 and remains so for a period of one year, 
(iii) treating d'partments and branches of an establishment as 
one establishment, (iv) including retaining allowances in season¬ 
al establishments for calculating workers’ contributions, (v) 
excluding co-operative societies establishments employing less 
than 50 persons, and (vi) extending exemption from liabilities 
under the Act for five years to small establishments employing 
between 20 and 50 persons. 

The Employees’ Provident Fund Act was amended in 1962 to 
increase the rate of contribution from 61% to 8% in respect of 
industries. The Government may notify from time to time. Im¬ 
mediately it was made applicable to four industries: cigarette, 
paper, iron and steel and electrical, mechanical and general engi¬ 
neering. For the time being the amended scheme will apply to 
establishments employing 50 persons or more. 

At the end of October 1963, it was operative in 24,345 estab¬ 
lishments, having about 38 lakhs of subscribers. The amount of 
provident fund contributions aggregated to Rs. 437.79 crores. 
The Act which originally covered six industries covered nearly 84 
industries at the end of January, 1964. 

A Death Relief Fund ensuring a minimum assistance of 
Rs. 500 to nominees/heirs of deceased members has been set up. 

Social Security for Old and Disabled. A major scheme of 
social assistance has been prepared by the Union Ministry of 
Labour and Employment. Under this scheme old persons unable 
to work, the physically handicapped, widows and destitute child¬ 
ren will get financial assistance. A relief and assistance fund 
has been set up with an initial sum of Rs. 2 crores. In view of 
limited funds, a beginning will be made on a pilot basis. A net¬ 
work of social assistance bureaux will be spread all over the- coun-^ 
tty to scrutinise cases and determine the amount of finineiai 
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Still another measure of social security is in the ofSng. The 
Union Government is considering a proposal to introduce a 
scheme of family pension for workers who are members of the 
Employees’ Provident Fund and Coal Mines Provident Fund. 
Announcing this at the meeting of the Standing Labour Commit¬ 
tee on December 27, 1963, the then Home and Labour Minister, G, 
L. Nanda said the scheme would be on the analogy of the recently 
revised family pension scheme for the Central Government em¬ 
ployees. It was proposed to create a fund out of the difference 
between the old rate of contribution at 6i% and the enhanced 
rate of 8%, that is, 3i% of the wages including the employers* 
contribution of 1|%. 

Out of this fund, a minimum family pension of Rs, 25 per 
month will be paid to the widow or minor children of the member 
of the fund who dies prematurely. The maximum will be Rs. 150 
p.m. adjusted for different slabs of pay. 

The Third Plan made a provision of Rs. 2 erores for setting 
up a Relief and Assistance :^nd for Handicapped Groups. The 
States were asked to set up pilot projects to provide assistance 
through local bodit^s to the old and handicapped and to destitute 
women and children on a limited scale. 

It was reported in February 19G5’ that the Union Govern¬ 
ment was considering a scheme of unemployment insurance 
covering about 15 lakh employees who are now members of the 
Employees' Provident Fund and the (’oal Mines Provident Fund. 
The scheme will be applied to those members of the funds whose 
pay does not exceed Rs. 500 a mouth and who are not covered by 
the provisions regarding lay-off and retrenchment compensation 
under the Industrial DLspiit(‘s Act, 1047. The members of the 
insurance fund will contribute | per cent of their pay every month 
to the fund up to tvvo years before the date of attaining the age 
of retirement. Their employers will contribute an equal amount. 
The members wdll be paid an unemployment benefit equal to half 
of the pay drawn immediately before retrenchment each month 
for a period of up to six months in a year or until re-employed, 
whichever is earlier. The beneficiaries will have to get them¬ 
selves registered at the employment exchanges for employment 
and in case any suitable employment is offered, irrespective of 
whether it is accepted or not, the unemployment benefit wM 
cease. The members who leave service of their own accord or on 
attaining the age of retirement and the members who are retrench¬ 
ed but do not wish to take iip employment again will not be 
eligible for the unemployment benefit. The provident fund ac¬ 
cumulations of the beneficiaries will not be paid for the time they 
get unemployment insurance benefit and in the event of their re¬ 
employment, their membership of the provident fund will be con¬ 
tinued without their having to qualify for membership again. 


1. Rindustan Timea, Feb. 8, 1965, 
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Legal Mtoimnm Wages 

It is sometimes argued that increases in wages will be squab- 
dered away in drink and other ill-advised expenditure; or it 
might induce the worker to take holiday and thus add to the 
already high degree of absenteeism; or it might be neutralised 
by increase in population. Further, it is said, that a higher scale 
win be beyond the capacity of the industry to bear, so that the 
country’s industries will suffer in foreign competition. But 
these arguments cannot stand even a cursory scrutiny. 

No doubt a sudden and large increase in earnings may result 
in some -foolish expenditure. But, if the higher scale is main¬ 
tained, this folly will be only a passing phase; if the increase is 
gradual, there will be no danger of foolish expenditure at all be¬ 
ing indulged in. It will lead to improvement in standard of 
lining, and the desire to maintain that standard will keep the 
population down. It is too late in the day to appeal to exploded 
theories of population or of wages. To say that increase in 
wages .will lead to absenteeism is to misunderstand the psycho¬ 
logy of labour, for it means the satiety point with respect to 
earnings has already been reached which is simply ludicrous. As 
for the industries’ capacity to bear, it may be said that if the 
industry can only survive when labour is exploited, the sooner 
it goes down the better. 

It is recognized in all advanced countries that it is desirable 
to maintain certain minimum standard of life. Thus a minimum 
wage-fixing machinery has been set up to provide for a minimum 
wage, particularly in “sweated” trades, where the workers are 
hopelessly unorganised and are, thoreffore, in a helpless condition. 
The International Labour Conferenee held in 1928 adopted a con¬ 
vention in this connection. The Royal Commission on Labour in 
India also suggested an invi'sligation into the feasibility of set¬ 
ting up a minimum wage-fixing machinery. 

MiTiiTnwTTi Wages Act, 1948. This overdue reform has by now 
been effected. The Minimum Wages Act was passed in 1948, ac¬ 
cording to which minimum wages are fixed in certain selected in¬ 
dustries and trades. These trades are those in which condition 
of sweated labour exists and labour is being exploited. These 
include plantations, rice and flour mills or oil mills, tanneries, 
motor transport, and road construction, building operations, wool¬ 
len carpet-making or shawl weaving establishments, tobacco 
manufactories, stone breaking, lac manufactories, mica works, 
agriculture, etc. It has also been extended to cement potteries 
and glass industry in Madhya Pradesh, textile industry in Ajmer, 
salt pan industry in Bombay, and automobile engineering, metal 
working establishments, foundries and printing presses in Delhi. 

The Act provides for the fixation of (a) a minimum time- 
tate, (b) a minimum piece-rate, (c) a guaranteed time-rate, ami 
(d) an overtime rate appropriate to different occupations, loeiaL 
ities or classes of work. The minimum rate of wages may con- 



INDUSTRIAL LABOUR 


m 


sist of (a) basic rate of wages and a cost of living allowance, or 
(b) a basic rate of wages with or without the cost of living allow¬ 
ance and the cash value of the concession in respect of supplies of 
essential commodities at concession rates or (c) an all-inclusive 
rate. 

The object of the Act seems to be to ensure to the poorly 
paid workers a minimum living wage in employment where work¬ 
ers’ organisations have not fully developed and where consequent¬ 
ly their bargaining power is weak. 

The Act is intended to protect men, women, children and 
adolescent workers and apprentices working both in the home 
and in factories. Even clerical workers have been included due 
to absence of organisation among them. 

The scope of the Act seems, however, to be too narrow. It 
excludes many regulated and unregulated industrie.s, where wages 
arc extremely* low and where sweating is common, e.g., coir and 
coir-mat manufacture, furniture making potteries, bangle manu¬ 
facture, etc. Governments are, however, empowered to* add to 
the list of indiwtries mentioned in the Act after giving at least 
three months’ notice. 

Another serious limitation of the Act is that minimum wage 
rates may not he fixed by the State Government unless at least 
1,000 employees are engaged in an industry. Tliere are several 
industries in various States where the number is loss than l.OOO. 
A large number of small-scale and imri'gulated industries, where 
the need for fixing minimum wage is the most urgent, may be 
thus excluded. But the Government at its discretion may fix 
minimum wag<s even where tin* number nf employees is less than 
1 , 000 . 

The machinery provided in thy Act for fixing minimum wages 
is not quite satisfactory. What is lUM'ded is a permanent board or 
a committee in each industry for fixing and revising the wage 
rates. Tlie Government of India proposes to amend the Act with 
a view to creating a standing machinery for wage fixation. On 
the committees provided in the Act, the Govc'riiment is empower¬ 
ed to nominate equal number to represent employers and emplo¬ 
yees. Bnt in order to emsure that they are true representatives, 
the parties concern<‘d should be given tlie right to recommend 
names. 

The Act does not define the minimum wage. The Act for 
the former Cochin State defined it as a wage which is not less 
than sufficient to inaintaiii a well-educated employee in average 
health, strength and competence and his wife and family of three 
children in a fair and average standard of comfort, having re¬ 
gard to the conditions of living prevailing among employees in 
the calling... .The Act simply lays down that the minimum wage 
fixed by the State may consist of bajsic rate plus special allowance 
to cover cost of living plus cash value of the concessions, if any. 
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The Minimtim Wages Act empowers the appropriate Govern¬ 
ment to fix minimum rates of wages payable to employees in in¬ 
dustries specified in the Schedule. Such rates have been notified 
and enforced in most of the scheduled industries. Under an 
amendment of 1.957, all categories of workers including tho.se em¬ 
ployed in agriculture were required to be brought within the 
purview of the Act by the end of 1959. The time limit for initial 
fixation of minimum wages was done away with in subsequent 
Amendment Act of 1961. 

Industrial Disputes 

For industrial progi’ess and prosperity, maintenance of peace¬ 
ful relations between labour and capital is of the first importance. 
Industrial conflict means a loss, both to the employers and the 
employees even when the latter scores a victory. It is also harm¬ 
ful to the community in general. Therefore, every effort is made 
in advaned countries to maintain industrial peace. “The em¬ 
ployer-worker relationship”, according to the Planning Commis¬ 
sion, “has to be conceived of as a partnersliip in a constructive 
endeavour to promote the satisfaction of the economic needs of 
the community in the best possible manner.” 

For a long time in India there was no industrial unrest. Al¬ 
though modern industry began to grow in India in about the 
middle of the last century, yet for nearly half a century no dis¬ 
pute of importance took place. The First World War had made 
the workers conscious of their rights, and they were prepared to 
fight for them, if necessary. During the second war, Defence of 
India Buies were enforced in order to check strikes and disputes. 
According to them the Government armed itself with power to 
prohibit strikes and lock-outs and to refer to itself any disputes 
for conciliation or adjudication and to enforce the awards. 

Industrial unrest became very serious during the years imme¬ 
diately after World War II and to a lesser extent in recent years. 
During the last few years there has been appreciable improve¬ 
ment in industrial relations, the number of industrial disputes 
going down from 1,630 in 1957 to 1.491 in 1962. 

The following table gives an idea of the various aspeels of 
the industrial disputes during the years 1947-62. 


Yea, 


No. of 
dinputfJ, 


No. ofworhors 
involved 


No. of man-daya 
tost 


I 

I 


1947 

1.811 

1867 

' 1,630 

I960 

^ 1,666 

1961 

1,357 

1862 

' 1,491 


18,40,784 

8,89,000 

9,83,000 

6,12,000 

7,06,000 


l,66,62,A6d 
64,29,000 
66,76,000 . 
4949,000 
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Among the eeyeral eattsee responsible for industrial disputes 
may be mentioned the following:— 

(i) Demand for wage increase. This is a major cause. The 
demand has been intensified in recent years on account of persis¬ 
tent rise in prices. If the prices rise and the wages do not, real 
wages fall and the workers feel aggrieved. Employers resist rise- 
in wages and dispute is inevitable. 

(ii) Demand for bonus. This is another cause of industrial 
disputes. Labour naturally works to have a share in the profitjs 
to which they feel they have contributed. There is sometimes a 
dispute regarding the quantum of bonus. 

(iii) Victimisation. The employers sometime adopt a vin¬ 
dictive attitude and punish, demote or dismiss some leaders of 
the workers. This is resented and leads to a strike. 

(iv) Demand for reduction of the working day is another 
possible cause of dispute. The workers’ demand for shortening 
working hours is resisted by the employers. 

(v) Question of leaves and holidays also sometimes create?* 
trouble and leads to a strike. 

Apart from the main causes mentioned above, there are all 
types of miscellaneous causes which may be difficult to classify. 
For instance, a strike may occur when tin* management is not re¬ 
cognising a union or dillj^-daliying about it. The workers may 
oppose rationalisation because of fear of retrenchment. Then 
there are sympathetic strikes, that is, the workers go on a strike 
not because they have any grievance but simply because of griev¬ 
ances of the workers elsewhere. Strikes of political nature are 
also quite frequent in our country. In point of relative impor¬ 
tance, wages have been the most common cause followed by ques¬ 
tions of personnel, bonus, leave and hours of work and other 
miscellaneous causes. 

Settlement of Disputes. A series of legislative measures 
have been passed during the last 30 years for the prevention and 
settlement of disputes. The first Act—^Trade Disputes Act— 
was passed in 1929. Any dispute or apprehended dispute could, 
under this Act, be referred to a Court of Inquiry or a Board of 
Conciliation by the Ooverument. The Act provided for the ap¬ 
pointment of Conciliation Officer^ to promote the settlement of a 
dispute. Strikes and lock-outs, which were calculated to inflict 
severe and general hardship on the community and were declared 
for a purpose other than, or in addition to, the furtherance of a 
trade dispute in the industry, were made illegal. 

We shall now take up recent legislation regarding industrial 
relations. In 1947, the Industrial Disputes Act was enacted. The 
principle of compulsory arbitration introduced during the war 
has been continued by it. Under this Act, machinery, both inter¬ 
nal and external, haa been set up for the prevention and settle- 
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ment of disputes. The machinery consists of WorlKX ComoiittacPi 
Chmeiliation Offloers, Board of Conciliation, Oonrt# of 
and Industrial Courts and Tribunals. Thus two new institutions, 
viz,, Works Committees (joint committees of employers and work- 
-ers, both equally represented, to promote good relations between 
them) and Industrial Tribunals (consisting of one or more mem¬ 
bers possessing quali:fications required for appointment as Judge 
of a High Court) have been created. According to this Act, 
power is given to the Government to require Works Committees 
to be constituted in every industrial establishment employing 100 
workers or more to remove causes of friction between employers 
and workers in the day-to-day working. If any industrial dis¬ 
pute exists or is apprehended, the Government may refer the 
dispute to a Conciliation Board for settlement or to a Court of 
Enquiry for investigation or to a Tribunal for adjudication. 

The Act empowers the Government to declare certain ser¬ 
vices as public utility services and any strike or lock-out in the 
public utility services is illegal, if it is commenced or declared 
witheiet giving to employers or employees a notice of strike or 
lock-out within six weeks before striking or declaring a lock-out. 
Any strike or loek-out is illegal if it is commenced or declared 
during the pendency of conciliation or tribunal proceedings. 

The Industrial Disputes Act was amended in 1956. It aimed 
at: (a) simplifying the procedure for adjudication and (b) 
abolishing the Labour Appellate Tribunal. According to it, it is 
open to the two parties to sign an arbitration agreement and refer 
the dispute to an arbitrator. The Appellate Tribunal has been 
abolished, since it encouraged litigation. Its abolition is a con¬ 
cession to labour demand. Instead, the Act provides for the 
setting up of three typos of original tribunals, Labour Courts, In¬ 
dustrial tribunals and National tribunals. Tlic labour court will 
.adjudicate on the propriety or otherwise of aii employer’s order; 
the industrial tribunal on matters like wages, lionrs of work, etc , 
and the national tribunal on questions of nartioual importance or 
those affecting more than one State. The amended Act lays down 
judicial qualifications for the personnel of these tribunals. It 
also provides that an employer shall not introduce any change in 
re.spect of certain specified matters without giving the workmen 
•concerned 21 days’ notice. It is also provided that an employer 
may, during the pendency of a dispute, discharge or punish an 
employee for any misconduct not connected with the dispute. It 
is hoped that the power shall be wisely used. 

The Indian Labour rouf(*renee held in July 1957 agreed on 
'Code of Discipline, i.e,, certain principles to be followed by both 
the employers and the employees in the matter of disputes. These 
include: (a) no strike or loek-out without notice; (b) no unila¬ 
teral action to be taken in connection with any industrial matter; 
(c) no recourse to go-slow tactics; (d) existing maei^ery for 
•aettlement of disputes should be utilised; (e) awards affM- 
imenbs should be speedily implemented; and (f) acts of violence, 
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iutimidfttioii and coercion shonld not be resorted to. Works 
Committees to deal with mattera of discipline should be set up 
where they did not exist. A tripartite committee is to examine 
breaches of code and non-implementation of awards and is to 
publish cases of flagrant violation. 

Much, however, depends on the spirit with which these deci¬ 
sions are implemented. It is very necessary to arrest the upward 
trend in pribcs and stabilise them at a reasonable level, otherwise 
demand for increase in wages will become irresistible, and unless 
conceded, industrial peace will be threatened. Industrial peace 
can be ensured only if the employers and the employees regard 
themselves partners in industry. At present, unfortunately, 
both sides are inclined to insist upon rights rather than on obli¬ 
gations. The agreement concluded between the Tata Iron and 
Steel Company and the Tata Workers’ Union furnishes an ex¬ 
ample of how industrial relations should be conducted. This 
agreement envisages progressive association of the employees 
with the management of the Company at various levels and by 
gradual stages. There is a clear recognition on both sid^s that 
the interests of the industry can best be promoted through whole¬ 
hearted co-operation between them on the basis of well-defined 
rights and obligations. It also provides, for the first time, for 
workers’ co-operation in increasing productivity, modernisation 
and expansion. 

Some beginnings have ree(‘ntly b<'en made in yet another 
method of promoting industrial j>eaee in the country. This is by 
arranging for workers’ participation in management. A study 
group was sent to certain Western countries to make a first-hand 
study of the working of workers’ participation in managenienT. 
The recommendations of this group were (‘onsidered by the Indian 
Labour Conference in 1957, which decided to experiment with 
management councils on a voluntary basis, has drawn up a list 
of establishments whicli agree to co-op<*rate and has defined the 
scope of and functions of the coiineils. By 1960-61, the scheme 
was in operation in 23 undertakings, while about 15 more bad 
agrevd to give the scheme a fair trial. A major programme for 
the Third Plan will be the progrc'-sive extension of the scheme 
of Joint Management Councils to new industries and units so 
that it may become a uomnal feature of the industrial system. 

These Acts lay down the machinery for the prevention and 
settlement of industrial disputes. Strides, there are trade unions 
also which by collective bargaining try to iron out labour-man¬ 
agement differences. The machinery under the 1947 Act starts 
with Works Committee. If it fails to secure mutual understand¬ 
ing, the Conciliation Officer tries to help the parties to reach 
amicable settlement. If his efforts fail, the Government may 
refer the matter to a Itoard of Conciliation or to an IndustriEd 
Tribunal. In the case of the former not being able to bring 
about a settlement, the Government may refer the case to a 
Court CHf Knquiry for the collection within six months of - the 
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necessary facts about the dispute and then that ease is referred 
to the Zadnstarial ^ribiiiial for adjudication. The award of the 
Tribunal is binding on the parties. The Government, however, 
have the power of rejecting or modifying it within 30 days. It 
may incidentally be noted here that it was in the exercise of this 
power that the Government of India modified in August 1954 the 
award of the Bank Tribunal and it was this that led to the re¬ 
signation of Shri Giri, the then Central Labour Minister. Th** 
1956 amendment of the Act, however, abolished the Tribunal since 
it encouraged litigation. Instead it has set up three types of 
original tribunals. This was a considerable improvement. 

There is a difTerence in the case of public utility services. 
While in their case, it is eompulsor 5 ’^ for the Government to refer 
for conciliation any disputes in them, in other cases it is left to 
the discretion of the Government to send the dispute for con¬ 
ciliation or to the Industrial Tribunal straightaway. 

Thus, the existing machinery is both internal and external 
as well as provides for, besides voluntary conciliation and medi¬ 
ation, compulsory conciliation and adjudication. 

The present system, i.e., under the Act, has, however, been 
the subject of much criticism. Firstly, legislation is not uniform 
all over the country. Besides the above-mentioned Act, the var¬ 
ious State Governments liave enacted measures of their own re¬ 
garding industrial relations. There is thus confusing diversity 
from State to State. It is very desirable, in the first instance, to 
have a uniform law for the whole country. 

The second and a far more serious objection is that the em¬ 
phasis is on compulsory adjudication. During the war and in the 
difficult post-war years the rigid principles like compulsory ad¬ 
judication embodied in the Act of 1947 may perhaps have been 
inevitable, but their further r<*lention would be very harmful to 
industrial peace in the country. Thij policy of compulsory ad¬ 
judication has discouraged voluntary agreement between labour 
and management and healthy trade unionism. It has instead 
given rise to too much litigation in which the parties go to courts 
and tribunals as litigants and opponents, thus making the whole 
atmosphere surcharged with mutual hostility. 

Then, until and unless a competent personnel with ade¬ 
quate industrial background becomes available, the adjudication 
award may bo unrealistic and may thus either impose unduly 
high burdens on industry or not do proper justice to labour. The 
award of the Bank Tribunal in 1954 may be cited as an example. 
The Government thought that the implementation of the award 
in the case of bank branches in towns of 30,(KK) or less population 
would make such branches uneconomic and would thus lead to ' 
their closure and retard banking development. It, therefore, 
modified the award to give exemi)tion to such offices.^ 

The most important suggestion, therefore, is to shift' the 
whole emphasis on eoUeotive bargaining, starting from the !cw^ 
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level; then, voluntary condliotioii and arhitratiim, with adjndi* 
MkUon only in the kat resort. This is, in fact, the essence of the 
Handa Approadi* and *Qiri Approadt’. 

An ex|)ert body of personnel with considerable industrial 
ground^ should be built up for serving on conciliation and ad> 
judication boards. The Third Plan proposes to institute a train¬ 
ing programme for this purpose. Cost of living, wages, profits, 
productivity and other allied statistics should also be carefully 
compiled and analysed so as to form the basis of mutual negoti¬ 
ations and outside arbitration. 

However, in the early stages too much risk should not be 
taken by suddenly switching over to voluntary conciliation. One 
reason for proceeding slowly is that the trade union movement 
is not yet sufficiently organised in tlx* whole range of industry. 
Labour might, therefore, suffer if adjudication is completely with¬ 
drawn. And to safeguard the interests of society from thought¬ 
less and irresponsible action of labour and/or management, in¬ 
dustrial concerns may be divided into two categories in one of 
which, the public utilities, the Government should retain ulti¬ 
mate powers of intervention to prevent strikes and lock-outs. 

The central organLsatioiis of employees a^id employers passed 
jointly in November 1962 an Industrial Truce Resolution banning 
interruption or slowing down of production. The resolution laid 
down steps for promoting industrial peace, production and price 
stability. 

The Industrial Disputes (Amendment) Bill, 1963, introduced 
minor changes based on agreed conclusions reached at the 
periodic meetings of tripartite labour bodies. 

A Bill to further amend the Industrial Disputes Act was in¬ 
troduced in the Parliament in December, 1964. The Bill seeks 
to give effect to proposals approved by the tripartite standing 
labour committee. One of the provisions of the Bill is that lay¬ 
off compensation would become i)ayable for all the days of lay¬ 
off beyond the first 45 days, whether the period is continuous for 
a week or not. Another provision seeks to bring the Air India 
and the Indian Airlines (Corporation within the jurisdiction of 
the central sphere in order to simplify the existing procedure for 
handling disputes. A third provision will make it possible for 
•cases of individual dismissals and discharges to be taken up for 
conciliation or arbitration or referred to adjudication under the 
Industrial Disputes Act. At present individual cases have to 
be sponsored by a union or a number of workmen to get these 
facilities. 


Trade Union Movement 

tip to the end of the war of 1914-18, Indim) labour was prao- 
tioally unorganised. The first important step towards organizing 
labour was taken by Mr. Lokhande in connection with the agi¬ 
tation for the amendment of the first Factbry Act. He laid ^e 
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foundation, in 1890, of the first organization of labour, tho 
Bombay Mill Hands Association. The Amalgamated Society of 
Railway Servants of India and Burma was formed in 1897 with, 
functions more fraternal than militant. Of the organizations 
formed in the beginning of the present century mention may be 
made of the Printers’ TTnions, Calcutta, 1905, and Bombay Postal 
TTnion, 1907. 

The First World War was responsible for a mass awakening 
especially in view of increased cost of living. Discrimination 
against Indian labour in the colonies, the growth of Indian 
nationlil movement and the revolution in Russia were also some 
of the factors that gave a fillip to the Indian labour movement. 
New ideas fame to be preached and new aspirations cherished. The 
credit for forming the first industrial union goes to Mr. Wadia, 
who organized in 1918 the textile workers in Choolai in Madras. 
'Within a few years, score of unions came into existence. Mahatma 
Gandhi in 1920 formed at Ahmedabad a Spinners’ Union and 
Weavers’ Union. The first All-India organisation—All-Tndia 
Trade Union Congress—was held in 1920. 

These early unions were, however, more strike committees 
and disappeared as soon as their demands were fufilled. They 
seldom gave notice of a strike, could sometimes hardly formulat(‘ 
any grievances, and would often shift their grounds or put for¬ 
ward extravagant claims. Further, the unions were isolated 
from one another without any solidarity among them. 

Trade Unions Act (1926). To put the trade unions on a 
legal basis and to grant protection to the workers in the pursuit 
of bonafidp trade union aetivitie.s, the Trade Unions Act of 1926 
was passed. This Aet lays down certain conditions regarding re¬ 
gistration of a union. For example, 50% of tlie members of the 
executive committee must be employed in the unit or units covered 
by the union. Subject to this any seven or more members can 
apply for registration. No person under 15 can be a member of 
a union. The registered unions are not allowed to use their 
funds for political purposes, although they are permitted to have 
separate political funds to which the subscription is purely 
voluntary. The purpose for which the funds can be spent have 
been del^itely laid down. They are also required to submit an¬ 
nually an audited statement of accounts, a copy of the rules* and 
a list of office-bearers and the executive committee. They have 
also to provide for the inspection of books. The Act, however, 
confers on registered unions certain rights and privileges. They 
enjoy immunity, both civil and criminal, from prosecution for 
their activities connected with the furtherance of a trade dispute. 

In the beginning the unions were slow to register themselves. 
But the attitude of the employers using non-registration as an. ex¬ 
cuse for not recognizing a union also accelerated the moyeinei^ for 
registration. *' 

The TumIo Unions Act was unendod in IMS. The amendmeixt 
pi^otfdes for the compulsory recognition of the trade unions by 
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empiojers under the orders of a Labour Court. To obtain recogni¬ 
tion it is essential that (i) the union is registered under the Act; 
(ii) all the members of the union are workmen; (iii) it is a repre¬ 
sentative body of all the workers engaged in the industry and its 
rules do not debar any workman from membership; (iv) a proce¬ 
dure for calling a strike is laid down in the rules; and (v) there 
is a provision for its executive to meet at least once in six months. 

In order to check Communist influences infiltrating into the 
labour ranks, the All-India National Trade Union Congress waa 
formed under the influence of top Congress leaders. The new body 
aims at securing redress of grievances without stoppage of work, 
by means of conciliation, and, failing that, by arbitration or ad- 
.iudication. It wants to adopt moans which are peaceful and con¬ 
sistent with truth. In 1960, the I.N.T.TJ.C. with a membership of 
10,53,386 was the largest trade union organisation in the country, 
while All-India Trade Union Congress came second with a mem¬ 
bership of 5,08,662. 

The following table gives an idea of the growth of the Trade 
Unions in India:— 

Kegistered Trade Unions and their BSembership 


Year 

yo. of 
RegisUied 
2'rade 
Unionfi 

No. of 
Utitotia 
furn ishing 
Information 

M etnhrtahip 
of the 
Uniona 

1 

2 

3 

4 

1938-39 

562 

394 

399 , 1.>9 

1947-48 

2,666 

1,620 

1 , 662,929 

1952-53 

4,909 

2,687 

2 , 064.896 

1953-54 

6,029 

3,295 

2 , 101,922 

1954-55 

6.504 

3,008 

1 , 994,842 

1955-56 

7,846 

3,911 

2 , 225,310 

1950-57 

8,353 

4,399 

2 , 276,762 

1957-58 

9,822 

5,384 

2 , 672,883 

1958-59 

8,421 

,',876 

8 , 348,337 

1959-60 

10,475 

6,381 

3 , 923,345 

1 


The trade union movement in India has made remarkable 
progress in about a generation. In the undivided India in 1938- 
39, there were only 562 registered unions whereas in 1947-48 
the number of unions rose to 2,666 In 1938-39, 394 unions sub¬ 
mitting returns had a member^ip of 399,159 whereas 1,628 unions 
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in 1947-48 bubmitting returns had a membership of 1,662,929. Jn 
1959-60 the number of registered trade unions rose to 10,475 and 
of those submitting returns to 6,381 with a membership of 39.23 
lakhs. In few other countries has such a rapid progress been 
shown. The movement ia fairly widespread and the trade union 
idea has taken deep roots. The unions are now better organized, 
and are permanent in character. They have acquired a following 
and a prestige and wield enormous influence. This rapid expan¬ 
sion is due mainly to the following three factors: (i) greater 
■consciousness among workers to organise themselves with a view 
to improving their standard of living; (ii) efforts made by the 
•central labour organisations to expand the field of organised 
labour; and (iii) legislative measures passed by the Central and 
State Governments to facilitate collective bargaining. 

The trade union movement in India is not, however, as sound 
and strong as it ought to be. The trade unions in India can claim 
as members only a small fraction of the total strength of the in¬ 
dustrial force. Most of the leaders are outsiders—lawyers and 
other professional men or politicians. The funds at their disposal 
are meagre and they cannot afford to support the workers when 
on strike. Few unions have unemployment, sickness and old-age 
benefits. Not many unions do any welfare work. Their fraternal 
or “mutual help” side is practically undeveloped. They have con¬ 
fined their activities almost exclusively to the militant functions, 
i.e., getting their grievances redressed and formulating demands 
for higher standards and better conditions. 

Handicaps and Shortcomings 

It will, however, be wrong to ^ay that our Trade Union move- 
menl has reached the standards that similar movements have attain¬ 
ed in the West. The reasons are not far to seek. The im¬ 
portant ones are as follows:— 

(1) A considerable number of industrial workers in India 
have yet to be organised into unions. As against this, in England, 
for example, no less than 90% of the industrial labourers are mem¬ 
bers of the Trade Union movement. Take also the example of 
Japan, which with one-fifth of our population had (in 1952) 27,851 
trade unions comprising a membership of over 57 lakhs. 

(2) Most of the leadership is provided by outsiders, Thia is 
a serious weakness of the movement in several ways. The out¬ 
siders possess neither an intimate knowledge of labour problems 
nor the nece.ssary degree of sympathy. In most cases, they havo 
their own axe to grind. It is the leadership from within their* own 
ranks that will impart real strength to the movement. That ia 
the secret of the success of the movement in England. 

(3) mitorai^ and ignoranoe of work^ is another 'serious 
handicap. 

(4) The ndgratory character of Ihdiazi industrial labour alia 
atands in the way of sustained interest on the part of labour In 
|rii4e ojuoaa. 
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(5) DIfftrenoes in language, caste, oreed, customs constitiite 
still other serious difficulties in the organisation and strengtbmi' 
ing of trade unions. 

(6) With low wages, poor physique and long hours of work, 

the workers have neither the means to pay subscriptions nor 
the inclination and leisure to take interest in the activities of 
their unions. 

(7) Another very serious obstacle to the movement has been 
the opposition of jobbers and employers. The latter do not re¬ 
alise the role that unions can play in preventing unauthorized 
or lightning strikes. 

(8) Extremist attitude of trade union leaders. Trade union 
leaders themselves also quite often provoke the opposition of 
their employers by raising slogans to end the capitalistic system. 
They do not follow a conciliatory policy within the framework 
of the existing system. 

(9) A very serious defect is the presence of internal 
differences in the movement. People with different political* ends 
enter unions and try to run them for their own purposes. 

(10) There is also a lack of the democratic spirit in the work¬ 
ing of the unions. 

(11) Absence of ‘beneficent’ activities. Very few trade unions 
in India pay attention to their ‘beneficent’ functions. So far they 
have been mainly com'crnod with th'^ir ‘militant’ function/?, most¬ 
ly the organisation of strikes. Functions like the provision of 
medical and sickness relief, recreation, holn to widows, etc., have 
been neglected almost altogether. On account of this the activities 
of the trade unions have not much impressed the workers. 

Summing up in the words of the Second Five-Year Plan, 

“MultinlicPy of trade unions, political rivalries, lack of resources 
and disnnpy in the ranks of workers are some of the major weak¬ 
nesses in a number of existing unions.” 

Suggestions for Strengthening the Movement 

In view of the very important role that trade unions have to 
play in the industrial life of the country, it is essential that the 
movement must be organised on sound lines and it should em¬ 
brace much larger number of workers than it does at present. For 
this purpose, the difficulties and defects noticed above must be 
removed, 

’The following useful suggestions may be made in this con¬ 
nection : 

(i) The working classes must be educated, Meetings of union 
members must be frequently called where lectures and discussions 
be held! 

(ii) Efforts should be made to develop leadership of the move* 
aMmt from within the ranks of the industrial workers themselvei. 
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Bdueating the workore will help towards this. TrMe union 
workers should be properly trained in trade union duties. 

(iii) Democratic spirit must be fostered in running the move¬ 
ment. 

(iv) Trade union leadership must also adopt a more sober and 
constructive attitude rather than the present extremist and des¬ 
tructive one. 

(v) The principle of ‘one union in one industry' should be 
adopted and thus the existing multiplicity of trade unions should 
be done away with. This will improve their financial position 
and increase their bargaining strength. 

(vi) Greater emphasis should be put on beneficent activities 
than is being done at present. If their welfare and cultural acti- 
v'ties, i.e., their constructive side, is developed, the prestige and 
popularity of the movement will greatly rise, 

(vii) The employers have also a contribution to make towards 
the building up of the movement. They must understand the 
benefits of collective bargaining in the interest of industrial peace. 
Once they realize the true role of trade uniorus, they can be ex¬ 
pected to adopt a sympathetic attitude. 

(viii) Lastly, it is very important that political parties should 
keep themselves aloof from trade unions and that trade unions 
should confine their activities to the betterment of working classes 
rather than dabbling in politics. 

It is gratifying that some efforts on the above lines have al¬ 
ready been commenced. All-India CoUega for imparting trade 
union training has recently been started in Calcutta. 

Trade Union Bill of 1961. The Bill sought to compel the em¬ 
ployers to bargain collectively with certified bargaining agents. It 
prohibited employers from interfering with the right of the em¬ 
ployees to organise and administer unions. The employers could 
not discriminate against their employees for union activities. Tt 
provided for registration and recognition of trade unions. The 
bill was, however, allowed to lapse on account of bitter opposition 
both from the employers and employees. 

Labour Policy in Five-Year Plans 

It is obvious that no planning of economic development can 
be successful without the cordial co-operation of well-contented 
and efficient labour. Naturally, therefore, a great deal of atten¬ 
tion has been gpven to labour policy and programmes in our Five- 
Year Plans. 

Labour policy in the First Plan consisted of the following:— 

(i) Effective administration of labour laws; (ii) joint con^ 
aultation for settlement of disputes; (iii) improvement in read ' 
wages; (iv) implementation of social security schemes4i^e 
Smployees’ State Insurance and Employees’ Provident Fc^; 
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imjproTemeat of working conditions; (tI) establishment of Central 
Labour Institutes for the systematic study of labour problems; and 
(Tii) establishment of labour welfare centres. Most of this pro> 
gramme has been carried out with the co-operation of idl eon* 
eemed. The result is that industrial relations have shown mark¬ 
ed improvement. 

During the Second Plan period, the same programme was 
earried forward with some modification and adaptations especial¬ 
ly with reference to the avowed object of achieving a socialistic 
pattern of society. A suitable labour policy was evolved by the 
Panel on Labour which was constituted by the Planning Commis- < 
sion. Two developments during the Second Plan are significant 
and deserve mention; First, a form of workers’ participation has 
been evolved to give them a sense oi^ belonging and to stimulate 
their interest in higher productivity. Joint Management Councils 
have been set up in 23 units so far (1960-61). Secondly, the pro¬ 
gramme of workers’ education has made a good start. The scheme 
comprises the training of teacher-administrators and worker- 
teachers. 

Labour Programme in the Third Plan. The Third Five-Year 
Plan proposes to continue those labour policies and ideas which 
have been tried and found usefnl during the Second Plan period. 
Tlius, it emphasises the development of co-operative arrangements 
evolved by the parties themselves to settle industrial disputes ami¬ 
cably becauso the object is to secure not peace alone hut higher 
levels of industrial efficiency and a rising standard of living for 
the working classes. In this connection, the Third Plan appre¬ 
ciates and proposes to implement further th( adoption of CSode of 
Discipline to improve the relationship between the workers and 
the management and a Code of Inter-Union Conduct to be followed 
by the trade unions so as to lessen inter-union rivalry. 

It also recommends that ways he found for increasing the ap¬ 
plication of the principle of voluntary arbitration between workers 
and employers. 

The adoption of an appropriate “grievance procedure” for all 
industrial establishments will receive special attention during the 
Third Plan. 

- In order to associate workers more and more with the Indus- 
trial apparatus, the sdieme of joint management councils would 
he progressively extended. Steps would also be taken to streng¬ 
then the existing works committees, which are expected to be 
made more effective. 

In regard to wage poiif^, the Plan suggests a re-examination 
of the nutritional requirements of an average working class family 
«i the basis of scientific data so as to secure as a basis tor fixi 3 ^; 
up a need-based minimum wage. The fixation of wages by Setting 

wags boflvds is proposed to be «xtended to other industnes (at 
l^rc^sent there exhit such boards for cotton textiles, sugar and 
«einent plantations). The Planning Commission also feel eon- 
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temed about the narrowing down of the wago dlfferantiali 
ween the skilled and the unskilled workers and proposes to or* 
ganise studies on the aspects of: (a) wage-differentials; (b) tbe 
manners in which wages should be linked to productivity; (c) the 
techniques of measuring productivity; and (d) the norms on the 
basis of which the gains in productivity should be shared. 

As regards social security, the Planning Commission have ad* 
mitted that they could not yet enunciate a policy for greater in¬ 
tegration of the existing security schemes as suggested by a com¬ 
mittee of experts; however, they intend to increase the coverage 
^of the schemes. 

The Planning Commisbiou have also noted the unsatisfactory 
progress achieved in the field of housing of working class families. 
Accordingly, they intend to re-exannne the whole approach in this 
respect to achieve better results in tlie future. The Planning Com¬ 
mission is now con'^idering whether the new medium and large- 
sized .industrial establishments should not be required on a com¬ 
pulsory basis to take on the responsibility of constructing houses 
for a specified minimum proportion of their workers. 

The large-'scale expansion of the programme of workers* 
education which the Government has undertaken through a semi- 
autonomous board and is being run with the full co-operation of 
the employers’ and workers’ organisations is visualised during the 
Third Plan, It is expected that workers’ education will streng¬ 
then industrial democracy and promote a progressive economic 
system. 

The other important recommendations of the Third Plan are 
as follows:— 

(i) It recommends to work out a Code of Efficiency and Wel¬ 
fare which will help in cultivating the right attitudes on the 
part of the managements and workers and will define concretely 
the responsibilities of both for achieving these ends (of efficiency 
and welfare). 

(ii) It proposes to constitute a commission on the pattern of 
wage boards to study problems connected with bonus claims 
and evolve guiding principles and norms. 

(iu) It intends to prohibit the employment of contract labour 
in certain select occupations and to take steps to safeguard fully 
the interest of contract workers. 

(iv) It emphasises the importance of various forms of co- 
operatiou for the recreation and welfare of working classes. 

(v) Attention is also proposed to be paid to the improvement 
of training of workers, especially in the direction of adequate 
facilities for inter-plant training. 

(ri) In order that the agrlculti^ workers may have ^r 
iuc share in the benefits of economic progress, their needs |pd 
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probktos will receive especial consideration in the course of the 
Third Plan. 

(vii) The Third Plan proposes the opening of one hundred 
employment exchanges with the object of providing at least one 
exchange in each district. 

It is clear that the Third Plan attaches a great importance 
to programmes of labour and labour welfare. 



Chapter XXII 


Transport—Railways 


Importaiice of Transport 

“If agriculture and industry are the body and bones of a 
national organism, communications are its nerves,’” The indus¬ 
trial development of a country depends on adequate provision 
of means of transport. Agricultural resources, too, can neither 
be developed nor properly utilised with inadequate means of 
transport and communication. Without means of transport agri¬ 
cultural produce could not be marketed. 

India is a sub-continent with vast distances. In the past, its 
natural configuration did not allow it to be unified. Men and 
materials could not be moved quickly. There were some trunk 
roads built by the Afghans and Moghuls, but they were too few to 
meet the needs of the people. Even today, more than half of the 
perishable produce of India runs to waste on account of delay in 
reaching the market. Quite a large number of areas are devoid 
of lines of communication, and in some districts 70 to 80 per cent 
of the villages are cut off during the monsoon season. 

The history of civilization is the history of transport. The 
road makers carry the torch of light. They lead and civilization 
follows. Homesteads, hamlets, villages, towns and cities follow in 
their wake, one after the other. The track changes into a road, 
unmetalled at first and then metalled. Trade develops unifying 
the world. In fact the progress of man corresponds with the 
evolution of the means of transport. Not only axe goods carried 
by their means, but the cultural, social and moral advancement 
of a country directly depends upon them. They diffuse knowledge, 
remove prejudice and destroy ignorance. 

Till 1850, India had no roads worth the name. It wa# in lla 
time of Lord Dalhousie that steps were first taken in the puni^ 
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of an active public works polity. The means of eommunioation, 
though haphazard in construction, helped to break down the isol¬ 
ation of the villager who Started growing crops for the world 
market in place of the village market. But these railways and 
'roads were developed in the interest of trade and administration. 
Today they are being “increasingly oriented to serve the needs 
of industrial development.” 

Thus agriculture, industry, trade or any other economic acti¬ 
vity depends, in a very large measure, on the development of 
the means of ‘transport and communication. Apart from its im¬ 
portant social and cultural advantages, an adequate transport 
system is essential for efficient administration and for national 
defence. 

Means of transport in the India of today are of four mam 
kinds—(a) Railways, (b) Roads, (c) Waterways, and (d) Air¬ 
ways. We shall deal with each of them one by one. 

Railways 

Railways occupy a unique place in Indian economy. It is 
the country’s biggest nationalised undertaking. They represent 
a capital investment greater than the capital of all organised 
industries. The total capital at charge in railways at the end 
of 1964-65 (Budget) stood at Rs. 2,389,44 crores yielding gross 
earnings amounting to Rs. 668 crores. All the other organised 
industries give employment to nearly 31 lakh workers, while 
railways alone absorb over one million workers with a total 
wage bill of nearly Rs. 235 crores in a year. In 1962-63 railways 
carried on an average 48 lakh passengers and 4.9 lakh tons of 
goods daily. They carried all sorts of good.s—foodgrains, cement, 
cotton textiles, sugar, industrial goods, and what not. These 
figures are a sufficient proof of the importance of railways in 
Indian economy. 

Railways in India compared with other countries. The total 

route kilometrage of railways in India is 57,404 (1963). Our 
route kilometrage is the largest in Asia and the second largest in¬ 
dividual railway network in the world. The broad gauge accounts 
for 46% of the total. Before the outbreak of the war a good 
d^al of the mileage was worked by private companies but most of 
'it has been taken over by the State. The lines belonging to the 
princely States in the past have also been integrated with Gov¬ 
ernment railways. 

Mileage figures do not give a correct idea of the sufficiency 
of railways in a country. They should be token in relation to 
the area and population served. The following tables will give 
us a comparative idea of the position of Indian railways: 


TABLE I 

Mileage of RaUeoaga per 100 agmre milee of omr 
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TABLEn 


C*'axiadu 

Mileage of RaUwaye per J,(/0,660 of population 

466 , U.8.A. 

■ • 4 



V.K. 

4 • • 

46 

tfouth Africa 

... 164 India 

• 4 • 

9.6 


Table 1 tells us that the railway mileage of India does not 
compare unfavourably with that of agricultural countries like 
Canada, Aiistralia and U^.S.R. but compared with industrial 
countries like Belgium and U.K., India is poorly served. 

Table II ia very revealing. India lags behind even agricul¬ 
tural countries, when railway mileage is studied in relation to 
population. To compare India with Belgium is meaningless. To 
hove a correct idea she should be compared with the U.JS.A. which 
too has a vast area. 8he has long distances, tall mountain ranges, 
burning deserts and huge rivers and yet she owns more than a 
quarter million of railway miles, where India can boast of only a 
fraction of this. Roads might fill the gap to some extent, but 
even in these India is deficient Slie needs more railways, wise¬ 
ly planned in co-operation with roads and waterways. 


Effect! of Railways 


Railway construction has had effects both good and bad. 
Among the beneficial effects we might mention that railways have 
reduced the horrors of famines. The great mortality in human 
life has disappeared. Famines are no longer famines of food. 
Railways have linked the cultivators of India with world markets. 
Her agricultural produce is exported abroad in return for manu¬ 
factured goods. The, standard of living of the people has im¬ 
proved to some extent. They not only spread knowledge but are 
also responsible for a greater use of improved seeds and manures, 
and modem implements. Agriculture has been commerci^ised. 
While previously agriculture was carried on for subsistence, now 
crops are produced for the market. Cash crops have come to be 
extensively grown. 

Towards industrial development, too, the railways have made 
material contribution. They provide easy and cheap means of 
transport for carrying coal and raw materials to the industr^ 
centres and then distribute the finished goods all over the country. 
By facilitating mobility of labour, the railways have further help¬ 
ed industry. 


Railways have tended to break up the existmg social isolation 
pf the country. They have created a sense of national unity. 
They haye practically brought a social revolution. They have 
taken new light to the village and broadened man’s minds. Caste 
prejudice has largely disappeared and the bonds of joint family 
system broken. If the various castes do not yet intermingle, the#* 
Imve at least realised that they can live only on eaeh •athef%' 


Sufferance. The Brahmin with the caste-mark painted across his 
fs^^head travels to holy Kashi in the Janata Express sitting chehk 
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by jowl with a low caste sweeper whose shallow fallmg on him 
would have created a rumpus 50 years back. 

Quicker means of communicatioD have greatly increased the 
amenities o‘f life in urban areas. Fruits from Kashmir and Kulu, 
fish from Bombay, mangoes from Saharanpur are selling all olrer 
the country. Perishable articles like eggs and milk travel longr 
distances overnight to reach their consumers the next day. Thj* 
railways have thus greatly expanded both the internal and ex¬ 
ternal trade of the country. A large number of markets have 
been developed all over. Both imports and exports have multi¬ 
plied manifold. 

The administration of a vast eountry like India is possible 
only because of railways. They give internal security and ex¬ 
ternal safety. Economic life cannot be planned on a large scale 
without an efficient system of railways. Agriculture and industry, 
trade and business, all depend on quick means of transport. India 
would again degenerate into a large number of warring States 
if railways were not tlicre to maintain social and cultural con¬ 
tacts. Thus a great many benefits—political, social and econo¬ 
mic—^flow from the railways in India. Since India is on th#* 
road to industrialisation, quicker and more efficient railways are- 
more urgently needed than ever before. They are the main 
foundation on which the progress of national economy rests. 

Adverse Effects. But there is the other side of the picture 
also, Wc cannot ignore the injurious effects of railway develop¬ 
ment on Indian economy. By flooding the Indian markets with 
cheap machine-made foreign goods, the railways destroyed the- 
once flourishing Indian industries. 

The decay of old Indian industries led to the displacement 
of many people from those induvstries. These people fell back 
on lan^. This brought about heavy pressure on land and great¬ 
ly reduced the efficiency of cultivation. 

By facilitating export of valuable raw materials, the coun¬ 
try’s resources were drained out. Thus both exports and imports, 
proved greatly detrimental to the interests of the country. 

By breaking the isolation of the village, the railways led lo' 
the decay and disintegration of the Panchayats. Consequentlv 
litigation increased very much. 

"With the railways came the foreign capital with all its atten¬ 
dant evils. 

The railway lines in man.v places were so constructed as to 
obstruct the natural drainage. This resulted in floods, water¬ 
logging and malaria. 

But these adverse effects were not inherent in railways. By 
It little forethought and by the adoption of a suitable policy, 
th«9e could well have been avoided. The benefits, on the other 
.hmdf are clear and natural and far outweq^ the disadvantages- 
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la £ftet, the railwajs revolutionised the eeonomie and social life 
of the country to its great advantage. 

SegroupJng of Bailways 

Previously amongst the 37 railway systems, the route mileage 
varied from 1,231 on the Assam Railway to 4,457 on the East 
Indian Railway. Then there were the Princes’ railway lines; 
the largest being the Nizam’s with 1,460 miles and the smallest 
the Jaipur railway with 330 miles. Their operation ratios varied 
widely and some lived on the others. This distribution was a 
haphazard one and needed revision to pull up standards of effi^ 
ciency. The taking over of State Railways from 1950 made the 
need for reorganization more urgent than ever. It was proposed 
to weld all the systems into one co-ordinated railway system, 
divided into six (now eight) major zonal administrative units. 
It was expected that this step would achieve operational effi¬ 
ciency and financial economy as well as bring about order. The 
present zUnos are Southern Railway, Western Railway, Central 
Railway, Northern Railway, North Eastern Railway, Eastern 
Railway, South Eastern Railway, North East Frontier Railway. 
It was reported in December 1964 that it had been decided to 
constitute another railway zone for Andhra and Mysore. 

The main principles governing the regrouping are that:— 

(a) Every unit should serve a compact region. 

(b) It should be large enough to provide a headquarters or¬ 
ganisation, capable of adopting improvements in railway tech¬ 
nique and equipped with workshop facilities and research in¬ 
stitutions. 

(c) The regrouping should cause minimum dislocation so as 
to prevent even temporary diminution of efficiency. 

(d) Each zone should have about the same mileage, i.e, 

6 , 000 . 

The working of the Regrouped Railways, etc., was reviewed 
in 1954, but the data available yet are not enough to make re¬ 
liable estimates and the Minister for Railways asserted in the 
Parliament that “The Reorganised Railways must measure up to 
the usual standards of performance.” Accordingly, an Efficiency 
Bureau has been set up in the Railway Board “to eliminate out¬ 
moded and costly practices and to evolve techniques for efficiency 
measurements in the field of operation and management.” 

Railway Finauees 

Up to the end of the nineteenth century, the railways were 
a losing concern. For a long time railway finances were mixed 
up with the general revenues. But the railway finance| were 
fMparated from the general finances from 1924-25. 
railways remained a part of the general finances, their ifertilJsAs 
vaiM with that of the Government. There eo^d be no eetu- 
tinuity in railway policy. In good years there was w^te, and, 
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in Hd ones, starvation of essential serviees. ^cordinffy, a eon> 
vention was adopted in 1924, by which the railways were to con¬ 
tribute one per cent on the total capital at charge on conunercial 
lines plus one-fifth of the surplus profits in a year to the Central 
revenues. 

4 

The post-war yeturs proved rather difficult so far as railway 
finances are concerned. This was mainly due to the strain of the 
war and the partition of the railway system into two. The old 
convention relating to the separation of BaUway from General 
Finance adopted in 1924 was re-examined and a new couvcmtioa 
was adopted in 1949. According to this convention, the railways 
were to pay, during the quinquennium beginning 1950-51, a 
guaranteed dividend of 4% on the capital-at-charge at the end of 
each penultimate year. A revised Financial Convention, 1956, 
prescribed the same rate of payment except that on new lines a 
moratorium is 1o be granted during construction and for the next 
five years. 

The Railway Convention Committee of Parliament in its re¬ 
port in 1960 said that no change was called for in the next five 
years in the present mode of contribution by the railways to the 
general revenues, namely, an annual dividend at a fixed rate. 
But it recommended that— 

(a) the rate of dividend paid by the railways to the general 
revenues be raised from 4 to 4^/^ during five years beginning from 
1961; 

(b) the annual loss on the working of strategic lines should 
be borne by the general revenues; 

(c) the tax on railway fares be merged with regular fares 
from April 1961 but in lieu thereof a fixed amount of Rs. 12.5 
crorei§i a year be paid by the railways 1o the Government during 
Third Five-Year Plan; 

(d) the annual appropriation to the Depreciation Reserve 
Fund should be raised from Rs. 45 erores to annual average of 
Rs. 70 erores per year in the quinquennium 1961-66. 

The Indian Railways have now attained a fair measure of 
• financial stability. The year 1963-64 witnessed a noteworthy im¬ 
provement in the performance, physical as well as financial, of the 
railways. The revised estimates for 1963-64 disclosed a net stir- 
plus of Rs. 37.75 erores in spite of certain unavoidable additional 
expenditure including that arising from emergency. Total ex¬ 
penditure in 1963-64 (R.B.) went up to Rs. 473.48 erores mainly 
due to additional operational and other expenses as well as tlm 
effect of the increase in the price of coal ai^ the implementation 
of certain recommendations of the Second Pay Commission. Gross 
receipts were placed at Bs. 22,22 erores mainly as a result cf lu- 

E e in goods traffic, dight increase in passenger and paireel 
3 and the effect of additional levies. The dividend to G^ral 
mies was stuped up to BS. 95.03 erores. 
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In the budget for 1964*65 the total expenditure was placed 
at Rs, 516.82 erores and ordinary working expenses at Rs. 414ilS 
erores. The increase arises front the additional obligation de* 
volving upon the railways tO! keep themselves reat^ to carry ad¬ 
dition^ defence load, apart from providing for additional expenses 
associated with the increased traffic. Still it was decided to in¬ 
crease the rate of return payable to the exchequer on the capital- 
at-charge of the railways from 4.25% to 4.50%. It was also de¬ 
cided to build up internal resources of the railways by making 
additional contributions to the Depreciation Reserve Fund. The 
following table gives an outline of the financial results of work¬ 
ing of Government Railways since 1955-56. 

Railway Finances 


{In crorre of rupeett) 



lanri-Gb 

{ Actucils) 

1960-61 

{Actvoh) 

1963-64 

{Revised) 

1964 05 
{Bvdget) 

OroBB traffic receipts 

316.2S 

466.80 

622.22 

668.00 

Ordinary working ex- 
pensefl 

212.9.5 

313.15 

393.34 

414.68 

Appropriation to depre¬ 
ciation reserve fund 

45.00 

45.00 

80.00 

83.00 

Total working expenses 

268.22 

368.93 

473.48 

516.82 

Net Railway revenue 

50.34 

1 87.87 

1 

132.78 

134.10 

Dividend to general re¬ 
venues 

36.12 

1 

55.86 

96.03 

103.23 

Net sniplun 

14.22 

32.01 

37.75 

30.83 

Operatingyatio 

81.6% 

78.42% 

76.1% 

77.47% 

Capital-at-charge . 

968.98 

1,520.87 

2,136.40 

2,389.44 


Railways in the Five-Tear Plans 


The main task in the First Five-Year Plan wag rehabilitation 
of over-aged assets which had been subjected to great strain qn 
account of the War and the partition. Large amounts had there¬ 
fore been spent on rehabilitation of railway stock and for track 
renewal as also for replacement of other over-aged assets. On 
account of the heavy replacement demands, the need for expansion 
* could not be fully met in the First Plan. 

In the Second Plan again a large provision had to be made 
for the rehabilitation of over-aged assets. But the emphasis, 
the Second Plan, shifted to the expansion programme. Thw me 
increase in railway mileage and procurement of additional rof 
gidek to meet the growing demands for railway transpoH arhdng 
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from the increased production in the agriculturid and industrial 
sectors of the economy. Over the period covered by the first two 
Plans, exteimive line capacity works were undertaken. These in¬ 
clude doubling of about 1,300 miles of single track, the electri¬ 
fication of about 880 miles, the remodelling of a large number of 
existing tracks. The new lines covered about 1,200 miles in ad¬ 
dition to the restoration of about 400 miles dismantled during the 
War. 

The programme of railways during the Third Plan period 
aims at (i) 2,640 lakh tonnes of goods traffic in 1965-66; (ii) in¬ 
crease of passenger traffic by 15%; (lii) acquisition of 2,090 loco¬ 
motives, 8,608 coaches, and 1,27,464 wagons; (iv) doubling of 
8,928 (v) renewal of 8,000 km. of track; ^vi) electrification 

of 2,498 km.; (vii) construction of 2,400 km. of new lines; and 
(viii) construction of 54,000 new staff quarters. 

During the First Plan, Ks. 258.5 crores were spent on the 
railways and during the Second Plan lls. 1,106.5 crores. Under 
the Third Plan as formulated in 1961, Ks. 1,325 crores were to be 
spent. According to 1963-64 budget, it was stepped up to Rs. 1,470 
crores and according to 1964-65 budget it was pitched still higher 
at Rs. 1,581 crores. This is to eope with traffic and preparatory 
work of the P’ourth Plan. The Plan expenditure of the railways 
has been stepped up progressively from Rs. 234 crores in 1961-62 
to Rs. 308 crores in 1962 63 (ll.E.), to Rs. 325 crores in 1963-64 
<B.B.) and Rs. 370 crores for 1964-65 (B.E.). The Third Plan 
programme aims at (i) creating capacity for 2,440 lakh tonnes of 
goods traffic by 1965-66; (ii) increase of passenger traffic by 15%; 
(iii) acqui-ition of 2,070 locomotives, 8,601 coaches and 1,57,246 
wagons; (iv) doubling of 3,024 km. of track; (v) renewal of 
8,000 km, of track; (vi) electrification of 2,400 km.; (vii) con¬ 
struction of 2,667 km. of new lines; and (viii) construction of 
54,000 new staff quarters. 

Bail-Road Co-ordination 

Railways had to face very severe competition from roads 
during the ’thirties of the century, so that they could not even 
pay their share to the General Revenues. The Government, there¬ 
fore, appointed two Committees, Mitchel Kirkness (1932) and 
-Wedgewood (1937), to suggest ways and means to protect rail¬ 
ways against the disastrous road competition. The Committees 
recommended stricter regulation of motor traffic and provision of 
greater amenities and more concessions in fares and rates on rail¬ 
ways. 

Efforts at Co-ordination. In order to stop the ruinous com¬ 
petition between roads and railways the Government enacted the 
Motor Vehicles Act in 1939 to control motor traffic. So far the 
^tate had adopted a laissez-faire policy which gave India an un¬ 
organized and inefficient type of road transput. This poRcy, as 
“the Wedgewood Committee remarked, was giving India **the worst 
of both worlds—^unprosperous railways and inadequate roads.’* 
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Hbtis Ajct has been 'oseful in protecting railways agmktat tmfalr 
competition. It has eliminated the ui^air competition against 
raUways and incidentally safeguarded the life and property of 
passengers. It provided for the appointment of the Beg^onal 
Transport Authorities for the various regions into which provinces 
were divided. A Provincial Transport Authority was set up in 
each province to co-ordinate the work of the regional authorities. 
These authorities control motor vehicles. 

Accordingly, motor vehicles can run only under permit; maxi¬ 
mum number of passengers they can carry is laid down; they have 
to observe prescribed timings, and the working hours and con¬ 
ditions Tor those employed are also laid down. All motor vehicles 
are to be insured compulsorily for third party risks. Any in¬ 
fringement of the regulations are visited by fines. Thus, motor 
transport htw? been made to function under proper regulation as 
the railways did. 

But it is not enough to regulate motor transport. In national 
interest, it is essential that all transport services in the country- 
should be so developed as to avoid all waste and duplication of 
services. A proper policy, therefore, must also aim at develop¬ 
ing motor transport in such a way that instead of competing 
with railways it proves comnlementary to them. In other words, 
the road services should be feeders of railway and also distribute 
the traffic carried by them. Instead of running parallel to rail¬ 
way, roads should be, as far as possible, built at right angles to 
the railwa.y routes. 

Moreover, in the broader interests of the country, there should 
be a proper division of functions. For example, railways are 
more suitable for heavy and long-distance traffic, while motor 
transport is more suitable for medium and short distances and for 
carrying perishable goods. ^ 

But where they run parallel to each other, it is essential, as 
has been discussed earlier, that the competition between the two 
should be a fair one, i.e., both of them should be subject to pro¬ 
per regulation. In order to avoid mutually destructive policies, 
railways may be given a share in the ownership of the roadways. 

On the recommendations of the Wedgewood Committee the- 
railways started participating in road transport and opened some 
motor agencies at railway terminals to hill stations where they 
did not go. Speeding up of trains, running frequent diesel coaches 
and amenities for lower class passengers further helped the rail¬ 
ways to meet road competition. Cutting down expenses, joh 
an^ysis and lower grades of pay also assisted. The Government 
prpmulgated a rail-road co-ordination scheme which aims at uni- 
^ fied control of transport and its development. It is intended to- 
prevent unregulated cut-throat competition, stop rate-warp and 
eschew duplication of services. 

So far nothing has been done to define the spheres of 
Ibrms of transport. Permanent elimination of rail-road 


' if 
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tioxi is iai|>(A8ibIe without that. Bailways aau carry bulky goods 
and loug-4istance passengers cheaper; while motor Tehicles will 
transport goods of a perishable nature and passengers for medium 
and short distances quicker. As far as possible motor transport 
i^ould be confined to running on feeder roads; otherwise, as Sir 
Guthri Russel said, “If motor lorries are allowed to carry the 
highest rated goods, or to skim the cream of the traffic the result 
must be a raising of other rates.” The objective should be that 
the various forms of transport do not compete with each other. 
This can be only if they are properly co-ordinated and their 
spheres demarcated as far as possible. 

Co-ordination means adjustment of different kinds of trans¬ 
port facilities to public needs, eliminating unnecessary duplication 
and consequent waste of time, money and energy. There is ample 
room for both roads and railways as well as waterways and air¬ 
ways in this country. They must work in harmony. But volun¬ 
tary co-ordination is impossible. A complete nationalization of 
all transport services is also impossible in the present set of cir¬ 
cumstances. The only alternative left to be adopted is statutory 
regulation of transport services so that they do not overlap each 
other and work in their own spheres. 

Bailways are a valuable national asset with an investment 
runniug in hundreds of crores of rupees and must remain solvent 
and at the same time be useful. If they are involved in deficits, 
the burden will fall on the tav-payer. To allow ci^throat com¬ 
petition between roads and railways and ruin the laffer would be 
like cutting one’s nose to spit one’s face. 

In April 1959, the Government appointed the Bail-Road Co¬ 
ordination Committee, with Shri K. C. Neogy as Chairman, to 
examine the whole question of rail-road rivalry and to make suit¬ 
able recommendations for bringing about co-ordination between 
these two leading modes of transport. The Committee presented 
three alternatives for rail-road co-ordination but was extremely 
careful not to commit itself to any. These alternatives were: 
(i) There should be free and unrestricted competition between 
different forma of transport; (ii) Co-ordination should be secured 
through appropriate Government regulation; and (iii) Integration 
of all the road and rail services into one single unit so as to 
achieve co-ordination from within the authority responsible for 
the joint management of all forms of transport. But nothing 
tangible came out. 

To meet India’s growing needs of agriculture and industry 
a systematic development of her transport lines is needed. This 
can be best done if the problem of co-ordination is tackled success.- 
fully. The Government have accordingly promulgated a rail-roaijt 
co-ordination scheme “which aims at unified control of transport 
and its development” and will prevent un^gulated cut-throat 
competition, stop rate-wars, and eschew duplication of servieeii. 
The method adopted is the formation of companies in which road- 



m 


INDIAN ECONOMICS 


Operators, railways and State Governments are shareholderB. This 
Aeheine has been put into effect in some States. 

Road services have to be largely ancillary to railways. They 
will also replace the outmoded bullock-cart gradually. Areas un¬ 
touched by rail are bound to develop and provide increased trans¬ 
port to roadways. Besides goods traflSc, road services are bound 
to play a more important role in carrying passengers, more espe¬ 
cially on short journeys. Boad services can provide substantial 
relief to railways if road transport is encouraged to develop pro¬ 
perly aitd unnecessary duplication of routes is avoided. 

Oo-ordination in the Third Plan. As regards rail-road com¬ 
petition over the Third Plan period a few things are quite clear. 
In the First Plan, the railways will inevitably have to carry the 
bulk of the traffic in heavy goods. Secondly, while there is general 
shortage of Iransport in the country, it will not necessarily pro- 
•clude competition between rail and road transport. In preparing 
development plans, the railways must therefore take into con¬ 
sideration the possible future development of road transport in the 
regioiis concerned. Thirdly, railways in many countries in re¬ 
cent years have become losing concerns. In our country too there 
are some unfavourable factors affecting financial prospeeta of our 
railways. We must see that our railways do not take the down¬ 
ward path. lienee co-ordination of rail-road transport is absolute- 
ly essential. 

For de'Hloping an efficient transport system in the country, 
there should not merely be rail-road co-ordination but co-ordin¬ 
ation among all the various forms of transport, i.e., a comurshen- 
sive traasport co-ordination. For this function of co-ordination 
the Government of India set up the Central Board of Transport'. 
It is concerned with major problems of transport in the country 
and formulates broad policies. It has two functions: (i) Co¬ 
ordination of all forms of transport and (ii) Co-ordination of 
transport plans with plans for agricultural and industrial de¬ 
velopment. Thus it considers proposals for new railway lines, 
roads, ports and inland waterways. The economic development 
of the country would.depend largely upon a properly co-ordinated 
transport system for the country. 

The setting up of corporations under the Road Transport 
Corporations Act, 1950, in which the railways will participate, 
will lead to the co-ordination of rail transport with road trans¬ 
port, so as to secure integrated operations in the best interests of 
the country. 

For a planned economy, transport co-ordination is of utmost 
importance so that men and materials can move unhampered. 
Plans for different forms of transport cannot be considered in 
isolation. Both the Second and the Third Five-Year Plans lay 
freat emphasis on overall transport co-ordination. For this pur^^ 
|M)se a National Transport Authority may be set up. M 
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Road Transport 


Benefits from Roads 

Tho main advantage offered by road transport is its flexi¬ 
bility. Motor vehicles can easily <;ollect and distribute loads from 
door to door and ])iek up and put down passengers anywhere. 
Railways are fixed to their track and cannot undertake, this 
work, A motor company can try new routes and play vehicles 
where it gets better cu*stonier.s. It does not need much capital to 
start nor does it need much traffic to earn fair dividends. 

India is a country of villages. But villages cannot be serv¬ 
ed by railways as the distances are small and traffic usually in¬ 
sufficient. A network of road.s is, tliereforc, required to reach 
the railheads. These roads will not only servo tlie villages, but 
will supplement the railway income. Today India is busy with 
the task of industrial expansion. Plans have been made to har¬ 
ness rivers, modernize agriculture, and expand industries. No 
progress is possible unle.ss roads are developed. The solution of 
most of onr eeonomic probh'ms depends on tlie provision of good 
roads. Both production and distribution of food, raw materials 
and manufactured goods are dependent on road development. 

In addition to benefiting agrienlture, good road.s eneourage 
trade and help in decentralizing industry. Quick road transport 
is also an urgent requirement in view of the vuluerabilily of our 
seaports to foreign air and sea attack, more specially when our 
industries are concentrated in these seaport towns. 

Road transport not only moves goods to help industry but 
also brings workers to and from the factories. Buses and trucks 
are perlmps the only form of transport which can be used for the 
daily movement of large numbers of people from places round 
now industrial cities. ^Thus road transport mobilises material as 
wall as labour resources. It has also been noticed that provision 
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iroads in backward areas inhabited by Sehedided Tribes baa 
helped them to improve their conditions. 

Boads quicken the mental and moral adTancement of the 
country, by bringing the villager to school and college and creat* 
ing in him the urge to improve. Contact with the outer world 
is in itself an education. A villager, after a visit to a town, la 
no less than a Socrates for knowledge. Boads have a cultural as¬ 
pect which also deserves consideration. A knowledge of better 
things creates a desire to get them. Boads improve the health of 
the villager and his animals, as they give him easier access to the 
doctor and the hospital. They result in better postal services 
which bring about increased thrift and saving. .Boads form con¬ 
venient thoroughways for telephone and telegraph lines and for 
electricity, water and sewage mains. 

“Boads are the veins and arteries of a country through which 
channels every improvement circulates.”—(Jeremy Beoltltiam). 
The economic significance of roads for agricultural and industrial 
development and for social progress and political unification can 
be eaiiily understood. Boad building also provides a large volume 
of employment. 

Boads link up the centres of production with those of con¬ 
sumption. They provide the village greater security in life and 
property. Good roads reduce the strain on draught animals. It 
is also possible to transport the perishable produce of the village 
to town and to get rid of some of the middlemen who eat up the 
profit of the cultivator. Begulated markets are possible only 
with the development of roads. 

Lastly, it must be noted that roads have a vital role to play 
in the defence of India. It is a vast country, it is not possible to 
station military units at every point on the frontiers or throughout 
the country. The effectiveness of Indian defence depends on the 
speed with which armed forces can be moved to a threatened 
point. The speed depends on the smoothness of roads. Hence 
good roads are essential for the defence of the country in th** 
north where we face hostile China and in the east and west where 
we rub shoulders with Pakistan. 

BoSids in India 

Boads in India were not built for trade and business original¬ 
ly but for military reasons, like the old Boman roads. Hence they 
were largely trunk roads, the earliest having been built by Shcr 
Shah. They were thus “marching roads”—^to march soldiers to 
the point of danger. This is why they were put in “the charge of 
military boards”, in earlier times. The main roads today con¬ 
nect Amritsar with Calcutta, Bombay and Madras, through Delhi. 

India possesses 1,46,513 miles of metalled roads—cemented 
black topped or macadamized—and over 2,94,113 miles of nhaut- 
faced roads (IWOl). The total mileage of 4,40,626 is toofittle |or 
« eountry of India’s size and production. During the first mo 
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years of the Third Plan, an estimated 11,(XX) miles of surfaced' 
roads were constructed. Out of this mileage nearly 1,50,000 miles are * 
motorable throughout the year. The following table will show 
how inadequately India is equipped with roads as compared to* 
other countries;— 

TaUe thovlnc road mUesgs Id rarioni eonntrfes 


Country 

Total 
miUo '000 

Road-miUa per 
square mile of area 

Road-miiss per ^ 
100,000 of popu¬ 
lation 

Japan 

667.0 

4.0 

728 

U.K. 

138.6 

2.0 

381 

U.S.A. 

3046.4 

1.1 

2114 

India 

328.0 

0.2 

75 

Australia ' 

600.6 

0.2 

6602 


The roads in India are classified as: (i) National Hightraya^ 
(ii) State Highways, (iii) District Eoads, and (iv) Village 

National Highways traverse the length and breadth of the 
country, connect capitals of States, large towns and ports. They- 
connect India and foreign countries, viz., Pakistan, Burma, Nepal* 
and Tibet. Since 1st April, 1947, the financial responsibility for 
construction and maintenance of national highways has been 
over by the Central Government. 

The total length of the national highways was 11.9 thousand 
miles in 1950-51. During the Second Five-Year Plan period, pro¬ 
vision was made for their further extension to 17.5 thousand miles; 
and a provision of Rs. 55 crores was made for the development of 
the national highways. The external length of national highways, 
in 1962-63 was about 16,000 miles. Of this only about 2,300 miles 
have a two lane carriageway; the rest ijg all one. The National* 
Highways include: the Grand Trunk Road, NorUi (Dellii- 
Ai^tsar-Paldstan Border); the Grand Trunk Boad, East (Dellii- 
Agra-Kanpur-Calcutta), Agra to Bombay Boad, Delhi to Bombay 
Ahmedabad) Boad, Calcutta-Bombay Boad (via Nagpur), 
the Bombay-Madm Boad, the Oalcntta-Madras Road, and the 
IftuiareaDape Conuxrin Road. In the Third Plan, it will be possi¬ 
ble only to add one more road to the existing national highways^ 
viz., the road from North Salamara to the Brahmputra bridge 
with a length of about 100 miles. 

Then there are State Highways which are the main art^les 
of commerce within the States. They connect district head¬ 
quarters and imjmrtant cities with the National Highwayi. They 
are the responsibility of the State Governments. 

pigtriet serve areas of production and markets cook 

aecting them with one another or with highways and railwayat. 
Mostly they are unmetalled and are, tbereibre, unmeterable dtaas; 
ing the rainy season. 
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^ Village Boads connect villages with one another and with the 
Clearest district road, highway, railway or river ghat. 

The third and fourth categories are the responsibility of the 
local bodies. 

Road development in India had remained neglected till re¬ 
cently. Owing to paucity of fands with the provincial govern¬ 
ments and the district boards, the pace of road construction could 
only be very slight. In 1928, the Road Development Committee 
reported that road development was a matter of national im¬ 
portance and the provineial governments and the local bodies 
could'not satisfactorily do it. On the recommendations of this 
Committee, the Central Road Fund was set uj) from which the 
Centre made annual grants to the provinces for road development. 

In 1943 was prepared a long-term road development plan 
known a.s the ‘Nag})ur Plan'. Its objective wa.s that no village in 
well-developed agricultural area should be more than 5 ipiles from 
a rryiin road. It was on their recommendation that the Central 
Government took up complete financial liability for National 
Uighways. The Plan as adjusted hi 1948 envisaged completion 
of a total length of 1,23,000 mih'S of surfaced roads and 2,08,000 
miles of unsurfaced roads. 

) At the Centre, the Covernmeut have sot up a Road. Orgaui- 
aatMm. Apart from developing National Highways and giving 
grants to State Governments this organisation carries on road 
research, compiles road Matistics, arranges bulk jiroeurements of 
machinery and oversea.s training of road engineers 

Border Roads Development Board S(‘t up in 1960 It is 
charged with the task of aeeeleratiiig the economic develoimient 
of the border areas by making these areas accessible through 
the development of arterial roads 

Defects in the Road System 

In addition to being inadequate, roads in India have other 
defects as well. A good many of them compete against rail¬ 
ways. 

' After 1855, the influence of railways on the construction of 
foads began to make itself felt. A^ the railways extended, it 
was necessary to build roads to feed them.^ And yet “30 per 
cent of metalled roads in India are parallel to railways and 48 
per cent have metalled roads parallel with them within 10 
miles”.* Such is the tragedy of roads in India which were not 
Irailt primarily for the oconnmie advancemeut of the country, 
hut for military and administrative' purposes, thus from the' 
i^Settoomie point of view coiistruetion has beefi haphazard. 

The Government were n“i’ore ahxious to build railways in tbc% 
Rust century, while roads were neglected.^ This has been in 4^te .. 

. . — • ^ 

«a Agrlfiidtum, p. $74. i , 
i, I BaUwaT' Enquiiy (Wodgewood Committee) 
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of the fact that roads are the firfet link in the production and 
distribution of agricultural commodities in a country like India 
where the number of villages is 5,58,089 against 3,018 towns. 
Unless roads link the village with the town, only subsisterwe 
cultivation will be carried on. Lands will lie fallow and perish¬ 
able produce run to waste, (lood roads can convert all this 
waste into wealth but saiseless competition with railways shotild 
be avoided. 

There is no doubt that the country was heading for a 
major transport crisis during the Seeond World War and after. 
Railways were overworked, airw’ays costly, inland waterways 
had a limited capacity and roads had been neglected. On the 
other hand, there was an appreciable improvement both in agri¬ 
cultural and industrial production. The completion of the river 
valley and power projects will further increase the agricultural 
output. The population has grown and is still increasing. This 
means movement of more goods and persons. The transport 
capacity of the country has not improved appreciably. • 

The World Bank Mission Avhieh visited India in June 1966 
‘‘urged the Government to review its whole transport policy*’ 
and suggested “more energetic measures to remove the State and 
Inter-State restrictions on road transjiort and to reduce lax 
rates on road transport.” There is a big gap between the rail¬ 
ways’ lifting capacity and the goods to be carried during the 
Third Five-Year Plan period. Thf* only way to meet this gap is 
the development of road^ and road transport. That is why 
special attention has been giv(‘n to the road development pro¬ 
gramme under the Five-Year Plans. 

Bead Development in the Five-Yeax Plans 

During the War, there was a considerable expansion in 
roads. Assam and the hills bordering on Burma had a net-work 
of roads laid for military traffic. A road connecting Pathankot 
with Jammu was built to render military help to Kashmir against 
Pakistan. 

As stated already, in 1943, an ambitious plan was put for¬ 
ward in the Nagpur Report for 4,00,000 miles of new roads in 
the post-war period. Complete integration was planned be¬ 
tween urban and rural areas to give India an efficient road sys¬ 
tem within 20 years. The Partition, however, dealt a severe 
blow to these plans. Inflation and soaring prices also stood in 
the way of expansion. 

The Nagpur Plan was based on anticipated traffic require¬ 
ments of 1963. As a result of planning, the increase in produ<i- 
.. tion has been 30% over 1943 level and at the end of the Second 
jPive-Year Plan it was 110%. There was thus a case for revision 
of Nagpur Plan targets to meet the new levels of production. 
In fact a new Road Plan for the next 20-year period has been 
prepared with the object of raising the road mileage from 3.79 
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lakbfl in 1961 to 6.57 lakhs by 1981 at a total eost of Bs. 4,700 
crores. 

The road development programmes in the Orst two Plans 
were formulated in the perspective of the ‘Nagpur Plan’. The 
Plan as applied to the post-partition India envisaged completion 
•of a total length of 123,000 miles of surfaced roads and 208,000 
miles of unsurfaced roads. These programmes have already 
been exceeded both in regard to surfaced and unsurfaced roads. 
In the beginning of the First Five-Year Plan in 1950-51, the road 
mileage waa 97,500 miles surfaced roads and 151,000 unsurfaced 
•roads.- The mileage rose respectively to 122,000 miles and 
195,000 miles at the end of the First Plan and to 144,000 miles 
and 250,000 miles by the end of the Second Plan in 1960-61. 
Despite the considerable expansion of road mileage over 10 
years, the road net-work remains deficient to certain respects 
such as unbridged river crossings, substandard surface, narrow 
carriageway, etc. 

'The chief engineers of the State and Central Governments 
have recently formulated another 20-year road development 
plan for the period 1961-81. The total mileage to be reached at 
the end of this period is 2,52,000 miles for surfaced roads and 
4,05,000 miles for unsurfaced roads. The Plan aims at bringing 
every village (a) in a developed and agricultural area within 4 
miles of metalled road and 1.5 miles of any road, (b) in a semi- 
developed area within 8 miles of metalled road and 3 miles of 
any road, and (c) in an undeveloped uneultivable area within 12 
miles of metalled road and 5 miles of any road. The achieve¬ 
ment of these targets will provide an average of 52 miles of road 
per 100 sq. miles of area as against 31 miles at present. The 
road development programmes for the Third Plan have been for¬ 
mulated in accordance with broad objectives of the twenty year 
•(1961-81) road development programme. As in the Second Plan, 
•special consideration will be given to provide missing links, 
Toads in backward areas, rural roads and the construction of 
strategic roads. About 25,000 miles of surfaced roads are ex¬ 
pected to be added during the Third Plan. 

Over five years of the First Plan the total outlay on roads 
was of the order of Rs. 142 crores as against a provision of 
Rs. 156 crores. The expenditure in the Second Plan was esti¬ 
mated to be about Rs. 224 crores. The cost of the road develop¬ 
ment programmes in the Third Plan is expected to be Rs. 824 
♦crores. 

Motor Transport 

Motor buses and trucks and bullock carts are the two forms, 
•of transport on roads in India. 

The primitive bullock cart is the ancient and the most ooiU'» 
mon form of transport in our rural areas. Motor transp^ 
kewever, gradually replacing it, though it will take very loi^ W 
the bullock cart is ousted. About a crore of persons and 
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2 crores of cattle are said to be employed in, the bullock cart 
industry. In the peculiar agricultural conditions prevailing in 
our country, the bullock cart is used specially for short-distance 
hauls. 

Motor Transport is the best means of road transport. It is 
claimed to be better than even railway tramsport. The manufac¬ 
turer who has invested his money in production wants goods to 
reach the customer as fast as possible. It saves investment for 
the manufacturer, the wholesaler and the retailer who is assured 
of frequent supply of required quantity and does not have to 
stock goods for fear of not receiving them in time. Boad trans¬ 
port also saves lot of expense to the manufacturer because it 
requires little, if any, packing charges. Then there is the very 
heavy pilferage that takes place in railways which is practically 
non-existent in the case of road transport. Lastly, there is the 
door-to-door road transport service. Despite these advantages, 
f road transport is still in an under-developed state in India. 
The number of motor vehicles is still very small considering 
the size and the population of the country. There is only 
one vehicle serving 1,350 persons in India as against one 
for 3 in the U.S.A., 15 in the II.K. and IG in France. The num¬ 
ber of vehicles per 1,000 miles of roads is only 829 in India as 
Against 12,146 in the U 8.A. and 14,874 in the U.K.^ 

The domestic production of motor vehicles still falls far 
short of our requirements. Petrol has also to bo imported from 
abroad. The construction of the three refineries in India has 
somewhat cased the situation in this respect, but crude petro¬ 
leum will still have to be imported. Thus, like the railways, 
motor transport also suffers from lack of self-reliance. 

After the partition of India, the number of goods vehicles 
has almost doubled from about 73,000 in 1948-49: the number 
went up to about 1,17,418 at the end of March 1962 and the 
number of passenger vehicles rose from 27,275 in 1948-49 to about 
69,000—an increase of about 117 per cent. As against the target 
of 40,000 vehicles set in the Second Plan, the actual production 
in 1960-61 was expected to be of the order of 30,000, The insuffi¬ 
cient supply of new vehicles, particularly during the last few 
years which is attributable to the shortages of foreign exchange, 
is the principal factor which has stood in the way of the more 
rapid expansion of road transport during the Second Plan. 

The production target for commercial vehicles in 1965-66 is 
60,000 which is twice the level of production in 1960-61. It is 
roughly estimated that the total number of commercial vehicles 
will increase from 200,000 in 1960-61 to 365,000 in 1965-66, i.e., 
an increase of about 82 per cent. 

The Planning Commission has been accused of belittling the 
importance of road tranj^ort of having made a meagre allot- 

1. Bpeeeh of the ChairaieA of fhe Tarifl Conuaie^on on Jatitiar 7 12, 1253, 
while ittauattratina a pubUe euqiiirjr into aatomobile indostrjr. 
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ment for it in the Third Plan; OriticB have argued for a greater 
attention to road transport in the Third Plan on the following 
grounds: » 

(a) To transport our growing industrial and agrieultural 
output. 

(b) Utilising our national investment in roads and provid¬ 
ing employment at a much larger rate than the railways do.' 

(c) Yielding returns to the exchequer at a higher rate than 
in other industries, including railways. 

Motor transport continued to be unorganised for long. As 
such it gave a severe competition to railways, resulting in de¬ 
terioration of railway finances. This unorganised and inefficient 
type of road transport gave India “the worst of both the worlds, 
upprosperous railways and inadequate roads.” It was in 193& 
that the Motor Vehictes Act was passed to control and co-ordi¬ 
nate motor transport. Regional Transport Authorities werei 
constituted in each province to control the plying of motor 
vehicles. 

Nationalisation of Road Transport 

If we examine the experience in rail-road competition in 
other countries, we find that everywhere co-ordination has been 
introduced to put an end to unregulated senseless competition 
through control of road transport. Nationalisation of road 
transport is thus being employed in some countries to eliminate 
rail-road competition, 

‘Several arguments have been put forward in favour of 
nationalisation of motor transport in our country:— 

(1) The road transport service will be more efficient, be¬ 
cause it will be run by properly qualified personnel. 

(2) Since the service will be run on a large scale it will be 
more economical. 

(3) The passengers are likely to be provided with better 
amenities such as comfortable seats, stands, shelters, refreshment 
rooms, facilities for advance booking, printed fare and time table, 
first aid arrangements, etc. 

(4) The conditions of service for the employees will also 
improve, especially in the matter of wages, salaries, prospects of 
promotion, security of service, leave, gratuity, pension, etc. 

(5) There will be more effective co-ordination between rail 
and road services when the road transport is also run by the 
Government. 

(6) The profits of transport will constitute a new and spb- 
fftantial source of revenue for the State. Thus its capacity 
finance schemes of economic development will improve, ’ 

Aftnal experience has not fulfilled all these expectations. 
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The nationalised transport service in some States has not proved 
very successful. The private operators point oat that the profita 
claimed to have been earned are fictitious. They have been made 
possible by exemption of Government transport from some taxes 
and other requirements to which the private operators are sub¬ 
jected. State transport servict?s are said to be suffering from 
top heavy administration, unnecessarily large staff, waste and 
inefficiency. It is also said that because of red-tapism and bureau¬ 
cratic control, the State transport services do not necessarily pro¬ 
vide better terms and conditions of service. The railways are 
under the Central Government and the roads under the State 
Governments. This division does not ensure more effective rail¬ 
road co-ordination. 

Hence there should be a phased programme of nationalisa¬ 
tion of transport services so that the above-mentioned shortcom¬ 
ings may be avoided. 

Most of the States have nationalised transport services par¬ 
tially in varying degrees. 

In the First Plan sbout Rs. 12 crores was provided for 
nationalised road transport programmes in the States. The in¬ 
vestment by the Government in public road transport stood in 
1957 at Rs, 35 crorcs. State Governments have been advised to 
set up corporations under the Road Transport Corporation Act. 
1950, and provision has been made in the railway plan to enable 
the Railways to contribute their share to these corporations. In 
addition, a programme of about Rs. 2 8 crores has been approved 
for the Delhi Transport Service in the plan of the Ministry of 
Transport. Thus the total investment on road transport in the 
nationalised sector for the Second Plan period is estimated at 
Rs. 28 crores. It is reckoned that the programme as a whole 
will provide for the addition of about 5,000 buses and for con¬ 
struction of the necessary workshops. 
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Transport in India — 
Waterways and Airways 


WATEEWAYS 

Transport on water has a long history, Phoenicians and 
JRomans carried on trade for thousands of years in oared galleys. 
Indians and Arabs distinguished themselves as carriers and trad¬ 
ers on sea in old times. Water has always been a great highway. 
It is cheap and does not need much expenditure on docks and 
•quays. Indian waterways transport is of two kinds: (a) river 
transport, and (b) coastal or marine transport. 

Elver Transport 

This is perhaps the cheapest kind of transport. It does not 
need a permanent way. It works without signals and stations. 
Even navigation canals, with all their locks and lifts, are not so 
expensive as railways. Water transport is useful for the car¬ 
riage of bulky and heavy commodities of low grade like coal, 
timber, raw ores, etc. The cost of transporting these on water 
is very low. 

Water transport suffers from the drawback of slow speed. 
Configuration of the country also interferes with it. For in- 
.stance, the rivers in South India are not good for navigation 
except in their deltaic stage. In their earlier stages, rivers move 
through hilly country which makes them unfit for any transport. 
The length of navigable waterways in India is over 5,000 miles. 
The important ones are the Ganga and Brahmputra and their 
tributaries, the Godavari and the Krishna and their canals, the 
backwaters and canals of Kerala, the Buckingham canal in the 
JHadras and Andhra States, the West Coast canals and Mahanadi 
«canals in Orissa. 

t 

Many countries in the world have developed their inland 
nrater transport. U.S.A. and Canada have fine systems of lakes 
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and rivers linked together hy navigation canals, tlie lowlands 
of North France, Belgium and Holland have a fine network of 
canals linking up the navigable rivers. It is possible to travel 
from the Mediterranean to the ^^English Channel by water in 
France. No dues of any kind are charged for the use of canals. 
Germany, too, has a well-planned system of canals for carrying 
bulky goods. English rivers are navigable, but canals have been 
ruined by railway competition. 

Indian rivers in the North have sufficient water throughout 
the year to carry heavy boats. There was a time when the 
Ganga was navigable from Calcutta to Allahabad, the Jamuna 
to Agra, the Sutlej to Ludhiana, in the Punjab, the Chenab to 
Wazirabad and the Indus to Attock in West Pakistan. Now 
most of this navigation is extinct. The following causes have 
worked towards the decay of this river navigation— 

(i) Due to construction of railways most of the goods and 
passenger traffic was diverted from waterways. 

(ii) Kiver water was needed for irrigation. Canals were 
constructed. Rivers dried up and could not be used 
for carrying traffic. Thus the gain of irrigation was 
the loss of navigation, 

(iii) No efforts were made to modernize river navigation. 
It still mostly consists of carriage in primitive country 
boats. It cannot stand up against fast rail and road 
transport. 

(iv) The Government of the day simply ignored waterways. 

Once again navigation can be developed on ^out 10,000 
miles of riverways if channels are deepened, link canals dug, 
regulation works constructed and certain lengths dredged if 
specially designed craft are used on shallow stretches. 

Due to heavy pressure on railways during the last War, the 
War Transport Department tried to develop alternative means. 
Measures were adopted to—(a) improve the navigability of 
rivers, (b) construct new artificial waterways, and (c) use more 
steamers, tugs and barges. 

Development of Inland Navigation 

The Government of India are anxious to increase water¬ 
borne goods traffic. Rising silt and sand deposits in the Hooghly 
are threatening Calcutta’s maritime position. Hence a ship 
canal from Diamond Harbour to Kidderpore Docks is proposed. 
Besides, a River Research Institute has been set up at Poona to 
study the problem of keeping rivers navigable. There is alao 
the Central Waterways, Irrigation and Navigation Commission, 
now called Central Irrigation and Power Commission, to work 
in this direction. 

In 1952, the Ganga-Brahmputra Water Transport Bottrd ww 
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up to develop these waterways under the First Five-YeAr 
Plan. The Board has taken up three projects, vis., 

(i) a shallow—draft push—two pilot projects on the 
upper Ganga; 

(ii) similar projects on the feeder rivers of Assam; and 

(iii) a project for passenger vehicle ferry vessel on the 
Brahmputra in Assam. 

A survey of river trafiSc between Allahabad and Buxar (225 
miles) has been made and there are other schemes to carry goods 
traflSc on the Gogra up to Bahramghat, on the Sone to Chopan 
and on the Gandak to Chittaunighat The Damodar Valley 
Scheme also envisages a navigation canal. 

The Ganga passes through T T, Bihar and Bengal. The 
coal areas, the sugar belt of India and the jute areas can easily 
benefit if water transport on the Ganga is brought back to life 
by Government effort. If the Ganga .system is properly cared 
for, the Ganga bids fair to become the Denube of tlie East, The 
length of waterways which are navigable is over 5,000 miles. 

At present, 1,557 miles of rivers are navigable by mechani¬ 
cally-propelled vessels and 3,587 mih's by large country boats. 
Navigation can be developed on shallow stretches to some extent 
by deepening the channels, by regulation works, dredging and 
by the use of crafts specially designed to negotiat(‘ such 
stretches. 

The Government is now fully alive to tiie necessity of deve¬ 
loping waterways. The First Five-Year Flan provided only a 
sum of Rs? 16 lakhs for inland water transport and the Second . 
Plan Rs, 3.40 crores. Actual expenditure was, however, less 
As against the estimated expenditure of about Rs. 75 lakhs on 
the development of inland water transport in the Second Plan, 
the provision proposed in the Third Plan is Rs. 7.5 crores which 
includes Rs. 6 erores in the Central sector and Rs. 1.5 crores in 
the State sector. 

The Central Water and Power Commission ha« drawn up a 
master plan for inland waterways in the country in order to pro¬ 
vide adequate cheap transport in a developing economy. The 
plan envisages the linking of the Calcutta port on the east with 
Cochin on the west via Cuttack and Madras by a network of 
canals connecting some of the major rivers of Orissa, Andhra 
and Madras, a continuous waterway from the West Coast to the. 
East Coast through the hinterlands of Bombay, Madhya Pradendi 
and Andhra. 

Marine Transport or Shipping 

It is hardly necessary to emphasise the importance Of 
ping for a country like India which has a coastline of aj^ut Ijlfe 
. miloi and ranks as one of the first six important coimtriea of 
. the world in the matter of international trade. Before "World 
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II, more th«n 3/4tJiB of our coaetfil tmd# wu qiMried, in 
ff^ign ships. Even now 90% of our foreign trade is carried l^y 
foiriBiign ships. This means a heavy foreign exchange burden on 
tbi country, since our annual freight bill on imports aod ex¬ 
ports is of the order of Es. 150-160 crores. 

After the attainment of Independence, the Government of 
India declared its policy to increase the share of Indian ships in 
the coastal trade. Steamship^ are being secured for operation 
on the coast. Besides, a Sailing Vessels Committee was appoint¬ 
ed in 1949 to suggest steps for the development of sailing vessels 
traffic in coastal waters. The Indian tonnage position on the 
coast has been steadily improving since 1950 when the Govern¬ 
ment brought coastal shipping under control, introduced the 
licensing procedure, and reserved coastal trade for Indian ton- 
nage., 

The Government fully implemented their coastal reservation 
policy in 1953. As a result, the entire trade on the coast is now 
being carried by Indian ships. Jn thhi councetion, the objectives 
of the Second Five-Year Plan w(‘re •— 

(1) To eater fully for the needs for coastal trade with due 
regard to possibilities of diverting some traffic from railways to 
coastal shipping, (2) T(» secure an increasing share of India’s 
overseas trade for Indian ^hips, and (3) To jiroMde the nucleus 
of a tanker fleet "With the aehieveiiient of the proposed tar¬ 
gets, Indian tonnage was expected to carry about 15 per ceut 
of India's overseas trade as against 5 per cent carried hitherto 

Shipping in the Five-Year Plans 

A Shipping Policy (’omniittee, which reported in 1947, re¬ 
commended a national shipping policy and fixing a target of 9 
laKh tons gross by 1950 and 20 lakh tons in the long period of 
5 years. They advocated that India sliould secure cent per cent 
of her coastal trade, 75 per cent of her trade with Burma and 
Ceylon and 50 per cent of her overseas trade. I'lie Government 
of India also took steps to ensure definite percentages of cargo 
by Indian ships on overseas routes—about 50^^ on Burma-Cey- 
lon-Malaya route, 409« on India-Australia run and certain per¬ 
centage on runs to U.K. and TJ.S.A, 

At the beginning of the First Five-Year Plan, more than half 
of the coastal fleet was 20 years of age and needed replacement. 
Further expansion too was needed. The Indian shipping com¬ 
panies had not been able to build up any reserves due to difficult 
•conditions of investment. Our need for ships was urgent due to 
the fact that we had a long eoastlim' and a large maritime trade. 
Moreover, a merchant marine is a second line of defence in 
times of crisis and carried essential supplies during wartime. 

Shipping corporations were set up to look after Indian ship¬ 
ping. %e Eastern Shipping Corporation was set up in 1952 
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with aa authorised capital of Bs. 10 erores to carry on trade witli 
Australia and the Far East. The Westi^m Shipping Corporation 
was established in 1956 to operate on India-Persian Gnif, Indla- 
Bed Sea and India-Poland routes. On October 2, 1961, these 
two shipping corporations were amalgamated into The SMpping: 
Corporation of India. The new Corporation has an authorised 
capital of Bs. 35 erores and paid-up capital of Bs. 23 erores. It 
has a fleet of 23 cargo vessels, 2 passenger-cum-cargo vessels and 
2 coastal tankers aggregating to about 2 lakh G.B.T. The Mogul 
Line Ltd., which is a subsidiary company of the Shipping Cor¬ 
poration of India, has a fleet of four passenger-cum-cargo ships 
of about 26,000 G.B.T. engaged in the Haj pilgrim traffic. There 
are more than 30 other Indian Shipping Companies. 

The National Shipping Board, which advises the Govem- 
iient on the policy relating to shipping, was reconstituted in 
1901. 

A fully equipped dockyard has been built at Visakhapalnant 
which has turned out steamships of 8,000 tons like Jal TJaha, Jal 
Px^ha, etc. The shipyard’s production capacity is at present 
about 3 ships of modern design per year. Thirty-six ocean¬ 
going ships were built by the shipyard up to 1963 and 7 more 
vessels were under various stages of production. A second 
shipyard with an initial capacity of 60,000 (to be increased later 
to 80,000) G.B.T. is being built at Cochin and a provision of 
Bs. 15 erores has been made for the purpose. 

The Government have realised the vital role that Indian 
shipping has to play in trade and defence. They are, therefore, 
extending it all possible patronage and assistance. As the 
Visakhapatnam (Hindustan) Shipping Yard was running at a 
loss, the Government subsidised the ships constructed there. 

A substantial addition has been made in the shipping ton¬ 
nage during the first two plans. It rose from about 4 lakh 
G.B.T. in 1950-51 to 4.8 lakh G.B.T. in 1955-56 and to 9 lakh 
G.B.T. nearly in 1960-61. The target for the Third Plan is lO.O 
lakh G.B.T. Actually the target is likely to be exceeded and by 
the end of the Third Plan period, the tonnage is expected to ex¬ 
ceed 13 lakh G.B.T. At the end of December 1963, ships total¬ 
ling 32.1 lakh G.B.T. were on the Indian register. A sum of 
Bs, 18.7 erores was spent on shipping m the Krst Plan, and the 
expenditure in the Second Plan is estimated at Rs. 52.7 erores. 
A provision of Rs. 55 erores has been made for shipping in the 
Third Plan. In addition, a sum of Bs. 4 erores is likely to be 
available from the Ship'ping Development Pund--^ non-lapsing 
fund created in 1957 for the expansion of shipping. The ship¬ 
ping companies are expected to contribute Rs. 7 erores frpm 
their own resources. It is expected that 57 ships with a tonnage 
«f 3,75,000 G.B.T. will be acquired during the Plan. 

The Central Government have accepted in prineilde 
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neeessil^ of affording aasistance to the saUing Teasels indns^ 
bsr grant of loans or snbsidy to owners of sailing vessels who in* 
tend to mechanise their vessels. The private sector received 
loans to the extent of Bs. 24 crores in the First Plan and Bs. 12.& 
crores in the Second Plan for adding to their 6eet. 

India has seven major ports, viz., Calcutta, Bombay, Madras*, 
Moremugao, Cochin, Visakhapatnam and Kandla. A provision 
of Bs. 75 crores has been made in the Third Plan for the develop¬ 
ment ef these ports. 

In regard to the training of personnel for the merchant 
navy a provision of about Bs. 112 lakhs was made during the- 
First Plan for the construction of the Marine Engineering Col¬ 
lege at Calcutta and the rating training scheme. A sum of about 
Bs. 95 lakhs was spent during the First Plan period. A provi¬ 
sion of Bs. 40 lakhs was included in the Second Plan, 35 
lakhs for the construction of a new building for the Nautical 
and Engineering College, Bombay, and Bs. 5 lakhs for the in¬ 
struction of certain additional buildings for the College at 
Calcutta. • 

The pace of development, however, is governed by the 
availability of ships and foreign exchange that can be spared 
for the purpose. It has to be admitted that the ‘growth of 
Indian tonnage has been a slow process.* 

AIRWAYS 

Flying began in India in 1911, when a few exhibition flights 
were given at different places. The War showed that India had 
a fine geographical position and was astride the world air-routes. 
The real progress in civil aviation began in India in 1920 when 
the Government constructed a few aerodromes and equipped 
them. In 1927, the Civil Aviation Department was formed, aero¬ 
dromes established and flying clubs founded, but the progress 
was slow. 

During World War II the development of aviation started 
in India. The civil companies had to give up their normal traffic 
and had to eater to the defence services. More aeroplanes were 
purchased, new services were started and their frequency in¬ 
creased. A factory was started at Bangalore for the mass pro- 
- duction of aircraft. At the end of the war, India possessed a 
very large number of aerodromes scattered all over the country. 

Civil aviation can play an important part in the defence of 
the country as it will be of immense use in emergencies as was seen 
after the Partition in evacuatbg stranded persons and in relief 
operations in Assam after the floods and earthquakes. 

Another step in the right direction was the erection of s 
factory equipped with the latest machinery to manufacture aero¬ 
planes at Bangalore. It would stimulate the growing aluminiusi 
and other ancillary induatries in the country. The factory waa 
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taki^ over by tbe Goveimmont for militaiy reasons and ’ossd 
for repairing and assembling of planes. It was a red-letter day 
bj the history of eivil aviation when the first Indian designed 
s^nd built prototype H.T.-2 passed tests in 1IS51. More advanced 
types, too, have been constructed, 

Vatioxbalisation of Aviation 

Although a great deal of useful work wa^j being done by 
the air companies, yet financially they were running at a loss. 
The Government made careful enquiries into the problem and 
came to the concision that the only way to save the industry 
from ^extinction was to nationalise it. Hence the Air Corpora¬ 
tion Act'was passed in 1953. 

All the working air companies were absorbed and two cor¬ 
porations were set up instead, namely:—r 

(i) The Air India International for operating long-distance 
air services; and 

(ii) The Indian Airlines Corporation for domestic services 

Since then improvements have been made iij all directions. 
Aerodromes have been enlarged and effectively quipped. New 
aerodromes have been construeted. At present (1900) there are 
as many as 85 aerodromes and 00 air ground radio stations in 
India. Santa Cruz (Bombay), Balain (Dellii) and Bum Dum 
(Calcutta) liave been converted into first class air ports. 

Services of the Air India International now extend to all 
parts of the world including Lonclon, Paris, Geneva, Nairobi, 
Tokyo, Ilong Koug, Indonesia and Australia. Air India Inter¬ 
national has over 19,000 miles of unduplieated route mileage and 
has a first class workshop at Santa (jruz. It keeps every air¬ 
craft airworthy and has a large number of specialised depart¬ 
ments. 

Facilities for technical training have been extended. The 
training eenlre at Allahabad is tlie biggest. Officers have been 
trained in foreign countries. Foreign experts have also been 
brought to India to train Indians. Ground engineering has also 
not been ignnred. It includes all kinds of facilities, such as 
meteorological and wireless stations, night landing facilities, 
termac runways and expert ground engineering .services. 

The Indian Airlines Corporation has been able to reorganise 
the different systems followed by the 8 airline companies taken 
over by it—^not an easy task. It has now a number of workshops 
to maintain and repair airships of different typos in Delhi, 
Hyderabad, Calcutta and elsewhere. It operates its scheduled 
iervices throughout India in addition to Afghanistan, Pakistan, 
Nepal, Burma and Ceylon. 

The progress made by the two .corporations is 'Olssr 
the figures in the following table:— 
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PropMi of Clf U ATUttion la India 

Scheduled Interned and International Servicee 




mi 

im 

mi 

im 

1 . 

Passengers carried (’000) 

449 

559 

948 

11,68 

2. 

Freight carried ('000 kgs.) 

3,97,.57 

4,30,42 

4,00,70 

3,72,66 

3. 

Mails carried (’000 kgs.) 

32,57 

57,53 

75,34 

88,31 

4 . 

Kms. flown (’000) 

3,13,77 

3,77,88 

4,43,80 

4,70,70 


Between 1947 and the commencement of the First Plan, 
about Rs. 6.6 erores were spent on civil aviation. The expendi¬ 
ture on the First Plan amounted to 7.24 erores and during 
the Second Plan Rs. 15.91 erores and the provision in the Third 
Plan is Rs. 25.5 erores. The programme in the First Plan aimed 
mainly at making good the deficiencies in aerodromes, communi¬ 
cation facilities and equipment. The Second Plan provided for 
the development of facilities to meet the growing needs of domes¬ 
tic and international traffic. The programme in the Third Plan 
aims at meeting the new demands which have risen from recent 
technical advancements and from India’s obligations under the 
convention on International Civil Aviation. 



Chafteb XXV 


The Trade of India 


The trade of India can be divided into four main classes; 
(a) internal or inland trade, (b) coastal, (c) external or foreign 
trade, and (d) entrepot or re-exports of imported merchandise. 

A. Inland Trade 
Importance of Internal Trade 

Improvement in means of transport and eommunication in 
recent times has led to phenomenal expansion for foreign trade 
and created mutual inter-dependence of the countries of the 
world. Countries like U.K. import raw materials, manufacture 
them with their machinery and trained labour and export them 
back at profit. Hence external trade is the mainstay of their 
prosperity; perhaps of their very existence. Without raw mate¬ 
rials and foodstuffs from abroad they will not only lose their 
pre-eminent position but very likely they will starve. This ac¬ 
counts for undue empha.sis which has been laid on foreign trade 
in such countries. 

But the ease of India is different. Her internal trade is 
many times larger than her external trade. Even if we exclude 
the movement of goods within States, we find that the volume of 
her internal trade is more than ten times larger than her sea¬ 
borne trade. “She is a land of such vast dimensions, great popu¬ 
lation and rich variety of production within her own frontiers 
that she can well afford to work on an ideal of self-sufficiency,”' 
India has a huge self-contained market. Her natural resources 
are vast and varied. It is reasonable to expect that with an pa- 
provement in the means of communication and progress of 
dmstry, India’s internal trade will steadily grow in volume,' 

Unfortunately, the internal trade of India did not receive 
Wtne attention as her external trade during the last two 
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centTiries. The British Government was more interested in ex-- 
temal trade. Railway rates also favoured the latter at the ex¬ 
pense of the former. Besides, until recently India was a debtor 
country and needed a favourable balance of trade over Rs. 30^ 
crores a year. Thus she had to go in for foreign trade willy 
nilly. 

No statistics are available to gauge the exact volume q£ 
internal trade in India. Figures of bank clearances do not pro- 
vide us with a reliable index of either its value or extent. Nor 
are the railway statistics any more dependable. The amount of 
goods carried by railways largely depends on the prevailing^ 
conditions of trade and on the state of road services. Besides,, 
we do not know the proportion which railway traffic bears to the 
total volume of internal trade accounted for by all transport 
agencies including bullock carts. Hence our estimates of inter¬ 
nal trade can only be surmised. In 1910, N.P.C.’s Sub-Committee 
on Trade concluded that “it would be safe to assume that our 
internal trade is not less than Rs. 7,000 crores. This figur^ majr 
be contrasted with the size of our external trade which is abotrt 
Rs. 500 crores.” Since then the prices have risen no less tham 
four times. Hence the value of internal trade must have riaem 
at least four-fold^ to Rs. 28,000 erores against a total foreign 
trade of about Rs. 1,300 crorcs only. The economic conlrol» 
have largely disappeared, hence the internal trade—^both in value* 
and volume—can be presumed to have gone up. As the mean» 
of communication and transport d( veloi), internal trade is bound 
to increase even in greater proportion. We may conclude then 
that India’s internal trade is vast and has immense possibilities. 

Some indication of the magnitude of inland trade is given 
by the gross earnings and traffic on railways in India, The gross 
earnings from railway traffic have increased from Rs. 215 crorcs 
in 1946 to Rs. 456.80 erores in 1960-61 for India alone. 

The accounts for the rail and river-borne trade of India also 
give us a similar idea of internal trade. They show us that in 
1938-39 no less than Rs. 900 erores worth of goods passed be¬ 
tween the 22 trade blocks in India. During war years, big plaim 
of rail and road construction were prepared. As they are oom^ 
ing into effect, the internal trade of India is increasing rapidly. 
Besides, India is a changed country now. Before the Partition* 
there were 552 princely States. They covered about 4 laldb 
square miles of area. Most of them had their own customs bar¬ 
riers, which restricted the free movement of goods Now they 
have all been absorbed in India. This step has stimulated inter¬ 
nal trade to heights never anticipated before. 

All economic indicators, pertaining to banking, industrial 
production, railway wagons loaded, agricuTtural production, etc.,, 
go to prove the enormous increas-' in the* trade of India. Indians 
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iatenial trade hae now come to occupj its rightful place in the 
economy. 

Tntnre of Internal Trade 

With further development in the means of transport and 
industries, internal trade is bound to grow still more rapidly. 
The present policy of industrialization in India may bring about 
a decrease in imports but it is sure to bring about an increase 
in the internal trade of the country. She has spent away large 
amounts on capital goods and machinery. This foreshadows a 
greater utilization of Indian raw materials in the country. The 
development of organised banking, grading and standardization 
of commodities, use of cold storage methods for preservation of 
perishable goods, improvement in the means of transport, dis¬ 
semination of information about prices, improved methods and 
facilities of marketing, advertising, improved packing, and col¬ 
lection of statistics are bound to further increase the internal 
trade. This department of Indian economy is now being given 
its proper place in the overall picture. 

B. Coastal Trade 

The coast-wise trade in 1961-62 was of the order of nearly 
Bs. 517 crores (Rs. 247 crores imports and Rs. 270 crores ex¬ 
ports). India is like a pendant amongst the continents. Her 
geographical position and long coastline of over 2,000 miles indi¬ 
cate a big foreign trade and an important maritime position. By 
rights she should have had a big mercantile marine and a large 
carrying trade. But when she was under the political domina¬ 
tion of Britain, her overseas trade was dominated by British 
shipping. In 1939 India had only a lakh and a half gross tons 
of shipping which was hardly 2% of the world tonnage. Her 
ships carried a bare 25 per cent of her coastal trade. It is only 
after the attainment of Independence that India has at last suc¬ 
ceeded in getting rid of the incubus of foreign competition in 
her home-waters and cajTying all her coastal trade in her own 
t>ottom. In order to make coastal trade flourishing two things 
are required, viz., ports and ships. We have already seen in 
the previous chapter what efforts are being made to develop both 
of them. 

India is trying to develop a mercantile marine. There were 
73 ships with a gross registered tonnage of over 2 lakh tons on 
the Indian coast in 1951 on the coastal trade and 24 ships of 
173,505 G.R-T. engaged in overseas trade. During the First 
Five-Year Plan the gross coastal tonnage increased from 2.2 lakli 
tomi to 2.4 lakh tons and in the overseas trade from 1.7 lakh tons 
to 2.4 lakh tons. At the end of the Second Plan it went up to 
S.9 lakh tons and 6.1 lakh tons respectively. During the liiiyd 
Plan coastal tonnage of 132,500 G.R.T. and overseas tompig^ 
^2.000 G.R.T. will be acquired. Loans amounting to 1$ 
crores were given to shipping companies at a low rate ol Intwltot' 
to buy more ships in the First Plan. More loans are en^ 
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visaged in the Second and Third Plans. The over-aged ship« are* 
being replaced and new ones are also being added. 

The Government have accepted in principle the need for 
giving assistance to the sailing vessels industry by grant of loans 
or subsidies to owners who intend to mechanise their vessels. A 
sum of Rs, 40 lakhs has been provided for the purpose. 

Ample provision has been made for training of personnel 
for the merchant navy. 


C. External Trade 

The volume and character of foreign trade as a rule plays a 
vital role in the economy of any country. It is more so in the 
case of a developing country like India, India is pursuing a 
policy of planned development. This necessitates careful regu¬ 
lation of imports and intensified efforts towards export promo¬ 
tion to ensure adequate foreign exchange earnings. A study of 
foreign trade, both qualitative and quantitative, has a special 
significance in the context of present economic conditions of the 
country. In this chapter we shall study varying characteristics, 
of our foreign trade, make an analysis of exports and imports, go 
into the problems of balance of payments and make a short study 
of import regulations and export promotion measures, and so on. 

Oharacteriatios of India’s Foreign Trade 

India’s foreign trade underwent a fundamental change large¬ 
ly on account of the partition of the country. Instead of ex¬ 
porting hide, cotton and jute, India had to import them in larger 
quantities. The serious food shortage created by the partition 
^so affected the character of our foreign trade. Other factors 
influencing onr foreign trade in the post-war years were: our 
urgent need for machinery, huge pent-up demand for consumers^ 
goods, liquidation of the country’s foreign debt, accumulation 
of sterling balances, etc. 

The follow ing are the main characteristics of India’s forei^ 
tradV during post-waF"years:— 

(i) There was a great increase in the volume of India’s trade. 
The values of both imports and exports rose. 'There was urgent 
need for agricultural machinery, hydro-electric equipment, in¬ 
dustrial plant and cotton, jute and foodgrains in India. Thu» 
the total value of India’s foreign trade amounted to Rs. 926f 
crores in 1948, Rs. 1,641 crores in 1951 (peak year), Rs. 1,770.79* 
crores in 1962-63 and Rs. 1,910.45 crores in 1963-64. 

(ii) India’s balance of trade in merchandise was generally 
favourable, the exception being the early thirties. But it be¬ 
came unfavourable after World War IT The partition made 
things still worse. India had to import raw materials like cot¬ 
ton and jute in which India (undivided) had been self-sufficient. 
SSie also became deficient in food and had to import food^ains. 
Besides these, India had to import eapitid goods and machinery 
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jlor replacement purposes. During economic development plana, 
.«he has to import more and still more of capital goods and 
jmachinery. As a consequence the balance of trade in goods be- 
<eame unfavourable. This is clear from the table below— 


Balance of Trade 

(In crores of rupees) 



1960-51 

1955-56 

1960-61 

1983-64 

Imports 

660-3 

761-4 

1,044-74 

1,143-60 

Exports 

646-8 

640 2 

646 29 

766 86 

Trade Balance 

--3 5 

—121-2 

—398-46 

—376-76 


Thus the chief problem before India, after the war and 
onuch more so after the partition of the country, was to increase 
.exports. Export promotion drive has been intensified. Since 
the foreign exchange position became difficult, the Government, 
iherefore, had recourse to rigid controls over all non-essential 
flmports. They also sought relief through deferring payments 
for goods purchased abroad and loans from the World Bank and 
•other organisations. 

(iii) For a long time under the British regime, India was 
largely an exporter of food and raw materials. They constituted 
*70% of India’s exports before World War T. Also, India im- 
j>orted mostly manufactured goods which formed 84% of her 
imports in 1920-21. This position lias now undergone a change. 
Imports of raw goods, especially cotton and jute, increased after 
the Partition, We had also to import raw jute. With the pas- 
taage of years, however, India has been producing more of these 
things and her need for foreign cotton and jute has gone down. 
In 1951, India imported Rs. 113 erores worth of cotton. In 1955- 
£56 the imports of cotton into India came down to only Rs. 53 
Hjrores. We imported jute worth Rs. 71 crores in 1948. Jute 
imports have also been steadily falling till they dropped down 
tto a figure of Rs. 1.85 erorea in 1963-64. 

(iv) India was in a perilous condition, due to her shortage 
of foodgrains after the war. The population dealt another blow. 
Huge imports of grain were needed. According to Planning 
Commission 32.7 lakh tons of foodgrains were imported on an 
Average during 1947-52. The First Five-Year Plan succeeded in 
reducing food imports but the success was short-lived. Total 
import of cereals amounted to 14.43 lakh tons in 1956, but rose 
to 34.95 lakh tons in 1961 and 45.56 lakh metric tons in 1962. 

(v) Slowly, industrialization is gaining strength in India 
«utd a large quantity of manufactured goods is being exported 
iliougli we still mainly depend on exports of cotton textiles,. , 
tnanufactures and tanned hides and skins, in addition 

devaluation of the rupee in 1949 and later active goveria- 
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me&t belp have helped in promotion of exports, specially of 
manufactured goods. 

(vi) Another noticeable recent trend is that of increasing 
imports of machinery, chemicals and metal manufactures. This 
is due to our efforts to accelerate industrial development and to 
encourage the manufacture of goods inside the country rather 
than import them from abroad. In 1963-64 we imported machi¬ 
nery (other than electric) worth Rs. 277 crores nearly. 

(vii) Dastly, as compared with pre-war years, the direction 
of the trade of India shows a shift. Although U.K. still holds 
an important position in our exports and imports yet IT.S.A. is 
catching her up. Australia, Pakistan, Canada, Burma and Egypt 
have come to occupy important positions in India's trade sheet. 
There are great trading possibilities with Middle Bast countries 
with which India has forged new links. Indian trade with the 
Far East has also a future. 

Before the war only about 10% of India's foreign trade was 
with dollar area and the balance was favourable. After the war, 
trade with the dollar area has risen to 25% and the balance iS 
unfavourable. Thus for most years after the Partition India's 
trade balance with Commoiuvealth countries has been favourable 
and with other foreign countrie.s unfavourable. 

These arc a few characteristics of India’s foreign trade. We 
have also seen the changes brought about in recent years. 

Direction of India's Trade 

By direction of India’s trade means the countries with which 
India has trade relations. Before World War II India exported 
more to sterling countries. Uer relations with Empire countries 
were much closer. After the war, however, India’s exports were 
about equally distributed between Commonwealth and foreign 
countries. Our imports from Commonwealth countries were 
as high as 70% in 1909-14. Since then they have also been 
falling, till in 1955-56 they were 44% leaving 56% from foreign 
countries. Thus India is now depending for the supply of her 
needs for capital goods to a larger extent on U.S.A., Czechoslo¬ 
vakia and Belgium, than on U.K. India’s trade with some indivi¬ 
dual countries should form an interesting study, 

U.K. has always been the premier country in India’s trade 
sheet. She has always been heading India’s export list. In post¬ 
war years, too, she has kept up this position, though the differ¬ 
ence has not been so great in some years. 

On the import side, U.K. has been losing ground from 63% 
before 1914 to 25% in the years of World War II. In post-wat 
years she recovered her position to about 30%. 

India’s balance of trade with U.K. in pre-war and war year* 
•was usually favourable but in post-war years it has varied •with 
the eontrols imposed. 

U.S.A. had not penetrated deep into the Indian market be- 
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tore the last World War. She supplied no more than 6% of 
Izulia’s needs in 1938-39 and took only about 10% of India’s ex¬ 
ports. During the war years, U.S.A. greatly improved her posi¬ 
tion in India’s import sheet. 

Although India has still close commercial ties with U.K. yet 
0.S.A. has been improving her position. The U.S. market ab¬ 
sorbs large quantities of raw jute and jute cloth, goat and lamb 
skins, lac, cashew nuts and sandalwood. She further purchases 
coir-matting, coir-yarn and ilminite from India. Indian tea, 
castor seeds and spices also find a market in U.S.A. Jute and 
jute manufactures are the most important single item of Indian 
exports to XJ.S.A. U.S.A. is India’s leading customer in goat and 
kid skins. 

The United States has now come to be a principal supplier 
of machine-tools, mining machinery and typewriters to India. 
She also sends gas-engines, tractors and oil-crushing and refin¬ 
ing machinery. Another valuable category of American exports 
to India consists of automobiles, trucks, buses, chassis and parts. 
Imports of drugs, chemicals and medicines from U.S.A. run into 
some crores of rupees every year. American toilet preparations 
are also popular in India. Ninety per cent of India’s needs for 
Hue cured Virginia tobacco are supplied by U.S.A. India im¬ 
ported very large quantities of food grains from U.S. A. in post- 
Partition years. 

India previously enjoyed a favourable balance in her trade 
with U.S.A. After the war this favourable balance turned into 
An unfavourable one. One of the problems which India had to 
solve was how to meet the deficit in trade with U.S.A. India 
had to draw on the International Monetary Fund to meet the 
deficiency. She tried to extend exports to hard currency areas 
which were mainly in a position to satisfy her needs for machi¬ 
nery, machine-tools and plant. For the same reason, she devalu¬ 
ed her currency along with other sterling countries in September 
1949, and thus succeeded in closing the gap in her trade with 
U.S.A. to some extent. 

India’s desire to industrialize is a strong reason why her 
trade with U.S.A. should increase. India needs capital goods 
and technical assistance. U.S.A. is one of those countries which 
are in a position to supply these. India is also keen to invite 
capital investment from U.S.A. provided there are no political 
strings attached to it. So far the response has not been very- 
good as Americans feel doubtful of the safety of their capital and 
power to withdraw it when they like. Besides, they have a more 
profitable market in S. America. 

As regards exports, the present position ia that Western 
Europe accounts for nearly 39% and U.K. 28%. The share o| , 
U.K has remained more or less constant for a number of y^^a^* 
Hie share of North America deeliaed from 21% in 1992 td ITw 
in but increased to 19% in 1960. The share of U.S.A. i» 
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195d was 15.4%. Exports to ECAITB countries have been stable. 
The European Economic Community’s share has fluctuated be¬ 
tween 6.3% and 9.5% over the past 10 years. The share of 
tJ.S.S.R. and countries of Eastern Europe has increased from 
about 1% during the first half of the First Plan to more than 
8% towards the end of the Second Plan. 

As for imports they increased from Western Europe during 
the First Plan from 30% to 50% and were 40% at the end of 
the Second Plan. The share of U.K. in 1959 was 19.5%. Im¬ 
ports from Eastern Europe increased from 2.2% in 1952 to 4.6% 
in 1956 but declined to 3.7% in 1960. Imports from North Ame¬ 
rica which accounted for 37% in 1952, declined to 12.4% in 1956 
but increased again to 25.7% in 1960. The share of U.S.A. in 
1959 was 22%. Imports from ECAFE countries have fluctuated 
between 12 and 14% between 1952 and 1960. 

The following table brings out changes in the direction of 
India’s foreign trade during the period of the first two Plans:— 

Direction of India’s Foreign Trade 




Exports 



Imports 


Countryjarea 

1952 

1966 

1960 

1962 

196G 

1960 


o/ 

/o 

0/ 

0 

O/ 

/o 

% 

% 

% 

ECAFE Countries 

2.>.7 

16.3 

17.0 

13.6 

12.4 

13.1 

Japan 

4.1 

4.9 

5.5 

2.4 

6.2 

5.4 

West Asia 

5 7 

5.8 

0.5 

7.7 

10.8 

7.6- 

Africa 

3.6 

3.9 

2.5 

3.8 

4.0 

4.4 

Western Europe 

29.6 

39.8 

38.5 

30.1 

60.1 

40.4 

U.K. 

20.5 

29 8 

27.6 

18.5 

25.0 

20.O' 

European Economic Com¬ 
munity 

7.5 

8.3 

80 

8.8 

20.0 

18.0 

Eastern Europe and Chma 

1.3 

3.5 

80 

2.2 

4.2 

.3T 

North America 

21.1 

17.0 

18.7 

37.3 

12.4 

25.2 

UA.A. 

19.0 

14.7 

16.0 

36,6 

11.3 

23.7 

XjAtin America 

1.4 

1.0 

2.5 

— 

0.1 

0,1 

Ooeania 

4.3 

4.4 

3.1 

2.0 

1.7 

2.8. 

Others 

7.3 

t 

8.3 

3.2 

3.3 

4.3 

3.8 

Total . •. 

100.0 

100.0 

100.0 

lOO.O 

100.0 

lOO.D 
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.AaalTBu of Exports 

India's exports have been practically stagnant over the‘past 
decade. The First Plan annual average was Es. 609 crores and 
Second Plan average Rs. 612 crores. In volume the Second Plan 
exports were higher by 9% though it was not reflected in higher 
oxport earnings owing to less favourable unit values. In 1962- 
63, exports amounted to Rs. 693.7 crores. Exports in 1963-64 
totalled Rs. 795 crores—the highest on record showing an in¬ 
crease of over Rs, 81 crores over the previous year and Rs. 104 
crores more than in 1962. Economic development within the 
country increased domestic demands and reduced the surplus 
available for exports. Two main trends can be seen in exports 
over the past decade: (i) exports of commodities based on agri¬ 
cultural commodities have not improved and (ii) significant in¬ 
creases were achieved in the exports of new manufactures and 
of products like iron ore, but these were not sufficient to offset 
the decline in traditional exports. In recent years especially 
since the middle of the Reeond Plan period, a series of measures 
have Ibeen initiated for stepping up exports. We shall now dis¬ 
cuss the destination of some important commodities exported 
from India. 

(i) Jute, raw and manufactured. Before the Partition, both 
raw jute and jute manufactures were exported. With the Parti¬ 
tion, most of the area under jute being in East Bengal went to 
Pakistan. India be'cairie an importer of raw jute, but she ex¬ 
ported jute manufacture.s on a controlled basis. During the 
post-Partition years, jute goods were in great demand but their 
production was low, hence the exports had to be strictly con¬ 
trolled. Destinational quotas were fixed with a view to earning 
•dollars and secure food supplies in return. Thus exports to 
lard currency countries tended to increase. 

Jute goods are the best dollar earners for India. They have 
leld the premier place in Indian exports for the last six years. 
Twenty-two per cent and oven more of India’s earnings from ex¬ 
ports come from jute goods. The day is not far when India 
fihall be independent of Pakistan in raw jute. In spite of India’s 
insufficient supply of raw jute she has been exporting larger and 
«till larger quantities of jute goods. 

The main consumers of Indian jute goods are U.S.A., Aus¬ 
tralia, Argentina, U.K., Cuba, Canada, Egypt, Burma, Nigeria, 
Thailand, New Zealand, and others. 

(ii) Tea. The second most important contributor to India’s 
earnings from exports abroad is tea. Earnings from tea are a 
steady source of income. Differences in earnings from year to 
year are due to the quantity available for exports and the pre¬ 
vailing market prices. 

India produces black lea. Her chief competitor is Ceylon. 
Green tea from China and Japan has been largely ousted. For 
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those who drmk black tea for a short period, ^een tea becomes 
insipid. Indian tea is, therefore, bound to maintain itself. 

U.K. is our biggest customer absorbing two^-thirds of our 
total shipments. U.S.A. comes next. Exports of tea to Irish Be- 
public also have improved. Canada is another good customer. 
JBxport to hard currency countries have increased. The policy 
is to export freely within an annual quota fixed after considering 
domestic demand. There is considerable room for increasing ex¬ 
ports of tea and coffee. There are areas which have not been 
tapped yet and even the traditional buyers could by better publi- 
«ity and quality be persuaded to buy more. 

(iii) Cotton manufactures. Cotton manufactures hold the 
third position in India’s export list. India hold^ a very impor¬ 
tant position among the exporters of cotton textiles in the world. 
India’s best customers of cotton piece-goods are U.K., the Middle 
East, Australia, Malaya, Ceylon and Indonesia. 

(iv) Oilseeds and Vegetable Oils. Groundnuts are the most 
important type of oilseeds produced in India. During waf years, 
India established the Vanaspati industry as well as extended the 
&oap, paints and dyes industries. Hence the exports of oilseeds 
have decreased. On the other hand, the exports of vegetable 
oils have greatly increased. Another cause of decreased ex¬ 
ports of seeds is the greater consumption of oilcake and ground¬ 
nut meal. 

(v) Cotton, raw and waste. Before the Partition, in pre¬ 
war years, raw cotton had a very important place in the export 
list of India. With the Partition, it was not only impossible to 
export cotton, but India had actually to iinpoit^ large quantities 
of cotton. I’he imports were always of fine quality long staple 
cotton. But India was in a position to export some quantity of 
short staple cotton. Her customers are mainly U.K., Japan and 
Italy. 

(vi) Tohaccx>. India has in her tobacco a source of consi¬ 
derable wealth. Smoking has increased all over the world. A 
great deal of research is being carried on by the Government of 
India and the Indian Central Tobacco Committee in South India 
to improve the quality of tobacco grown in India, As a result, 
the exports of tobacco are growing. U.K. is our best customer. 

The following table gives India’s main exports in 1963-64. 

India’s Exports ol Principal Commodities 

{In lakhs of rupees) 

Commodity 1963-64 


FOOD 

248,61 

1. Cashew kernel 

21.41 

2. Coffee 

8.30 

3. Tea (Black) 

122,22 

4. Spices 

16,83 

S. Oilcakes 

86,87 

6. Sugar 

26,87 

7. Others 

18,50 
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OommodUy 1968*64 

n, BEVERAGES AND TOBACCO 21,70 

1. Tobacco unmanufactured 21,01 

2. Others 69 

in. CRUDE MATERIALS, INCLUDING EDIBLE 131,61 

EXCEPT FUELS 

1. Hides and skins (raw) 9,60 

2. Wool and other animal hair 7,61 

5. Cotton (raw and waste) 16,84 

4. Mica 6,20 

- 6. Iron ore (including concentrates) 36,38 

6. Manganese ore (including concentrates) 8,26 

7. Lac 4,62 

8. Others 39,01 

rV. MINERAL FUELS. LUBRICANTS AND RE¬ 
LATED MATERIALS 7,71 

V. ANIMAL AND VEGETABLE OILS AND FATS 20,43 

1. Vegetable oils 19,75 

2. Others 68 

VI. CHEMICALS 6,67 

Vn. MANUFACTURED GOODS 299,11 

1. Leather and leather manufactures 26,38 

2. Cotton textiles 49,66 

3. Jute textiles 

(а) Cloth 105,61 

(б) Bags and sacks 47,94 

4. Woollen carpets and rugs 5,26 

6. Art silk manufactures 10,43 

6. Cement 67 

7. Iron and steel 3,61 

8. Others 49,67 

Vin. MACHINERY AND TRANSPORT EQUIPMENT 6,60 


Total Exports 766,86 


The year 1963-64 registered the highest rise in exports re¬ 
corded in any single year. The exports were Rs. 73.25 crores 
more than in 1962-63. It is significant that this rise was more 
due to an increase in quantity than to an increase in prices. It 
is a very healthy development. It shows that even in a period 
of ■unfavonrable prices, it might be possible for India to increase 
export earnings. The highest increase was in oilcakes and sub¬ 
stantial increases in jute manufactures, tobacco, sugar, hides and 
skins but decline in cotton textiles, raw wool and cotton, manga¬ 
nese ore, ferro manganese, iron and steel and steel scrap. 

Export Promotion 

Hard up for foreign exchange, India has been 
strenuous efforts in expanding her export trade. Series of 0^ 
|iort* promotion measures have been adopted with a view to in- 
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creAslag foreign exchange eaminge. In Feb^iy 1957 , an Six- 
port Promotion Committee was appointed to mali» a comprehen- 
aive study of all aspects of export promotion. In its final report, 
anbmitted in August 1957, the Committee has laid down the fol¬ 
lowing essential pre-requisites of policy: (i) a sustained increwe 
in production in all sectors, particularly apiculture; (ii) main¬ 
tenance of prices at competitive levels; ^iii; the exports should 
be encouraged even at the cost of domestic consumption; (iv) 
diversification of exports and export markets; and (v) research 
into new uses for the traditional export commodities and adap¬ 
tation of production to such new uses. Other recommendations 
include better export credit facilities by the Reserve Bank and 
the State Bank, better publicity for Indian goods, increasing 
participation of Indian shipping companies in carrying the trade, 
of effective quality control of export commodities and elimina¬ 
tion of malpractices of Indian exporters. 

The measures of export promotion adopted during the last 
few years include (a) organisational charges, (b) increased faci¬ 
lities and incentives and (c) diversification of trade. ‘To the 
first category belong the establishment of Export Promotion 
Councils set up for various export commodities, the setting up 
of the Export Bisks Insurance Corporation, and increased faci¬ 
lities for publicity, fairs, exhibitions, etc. The second set of 
measures of incentives include removal of export controls and 
quota restrictions, abolition of export duties, refund of excise 
duties, special import licences for raw materials and priorities 
for transport facilities. Thirdly, substantial progress has been 
made in the diversification of India’s foreign trade through the 
State Trading Corporation and the development of trading rela¬ 
tions with IT.S.S.R. and countries of Eastern Europe. 

These efforts have not proved to be adequate so far, one of 
the main reasons being that the export programme has not been 
regarded as an integral part of our iHve-Year Plans. If sub¬ 
stantial increase in export has to be achieved, (a) domestic con¬ 
sumption must be restricted, (b) comparative profitability of 
exports must be increased, (c) cost structure and productivity 
of export industries must be made competitive, industrial licens¬ 
ing policies should also be oriented towards export promotion, 
and (d) public opinion must be mobilised in favour of exports, 
co-operation of trade and industry secured, Government’s organi¬ 
sation for research and intelligence and commercial representa¬ 
tion abroad improved and facilities for credit, insurance, etc., 
enlarged. These will be the main export objectives of the Tliird 
Plan. 

During the Third Plan, a programme has been chalked to 
bring about marked increase in exports. This programme covers 
(a) general policies, and (b) measures relating to specific com¬ 
modities. The aims of the general policies are to create the 
necessary climate for export effort to restrain domestic demands 
and enlarge suriduses avafiable for exports and to reduce pro- 
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doction costs to make Indian industry more eompetitiye tkan at 
present it is. Diversideation of exports and development of 
new export markets are also essential parts of the export promo¬ 
tion programme. The Planning Commission formulated a very 
ambitious export programme for the Third Plan period, the ex-. 
port target (revised) being 3,700—3,800 croros. 

The Board of Trade in its meeting in September 1962 de¬ 
cided to sot up an export sector consisting of industries which 
have greater export potential as well as those working mostly 
for exports. It was suggested to give them further assistance 
to enable them to increase their contribution to exports. The 
main -consideration in setting np of an export sector k that any 
facilities and privileges that may be granted to industries should 
have full effect upon production, costs and quality. 

The Mudaliar Committee (report presented in March 1962) 
recommended for the exporters selective concessions, fiscal reliefe 
and other incentives, the Committee recommended increased 
allocations of raw materials to export-oriented industries. It 
also suggested the establishment of a revolving fund of Rs. 25— 
30 crores to finance the import of these additional matcrials. 
Several fiscal incentives were recommended including a three¬ 
fold system of tax remissions: a remission of 7^% on profits on 
basic exports, a tax rebate of 5% on all export earnings to en¬ 
able exporters to build up export development reserve and a 
special tax remission of 10% on earnings on additional exports, 
i.e., exports over the bajbic norm. The Committee also recom¬ 
mended a general rebate by the Railways of about 25% on all 
goods put on board. The Committee also made some specific 
recommendations relating to some important export industries 
so as to remove their difficulties. 

The Department of International Trade prepared a compre- 
hen'^ive export plan for 1962-63 fixing export targets for princi¬ 
pal commodities. It prepared a costs reduction programme for 
principal export industries. It has pressed for public recogni¬ 
tion for outstanding performance. But in comparison with ex¬ 
port targets set in the Third Plan, the actual achievements have 
lagged far behind. In order to achieve the Plan target of annual 
average exports of Rs, 740 crores during the Plan, the exports 
will have to average Rs, 783 crores in the next three years. 

The Board of Trade undertook during 1962-63 a detailed 
commodity-wise and country-wise review of India’s exports. 
The specific measures adopted to boost exports were: (i) to ac¬ 
quire statutory powers to enforce quality control and pre-ship¬ 
ment inspection of exports, (ii) to authorise export promotion 
councils to recommend imports of raw materials, components 
and exports; (iii) to free a large number of items from e^porl^ 
restrictions; (iv) to extend to a number of additional 
ities, fiscal incentives, either by way of rebate of the coa»dI 
excise duty and/or by a drawback of the customs and e^ao 
duties paid on, the materials used in the manufacture of export- 
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Abl« goods; and (v) to enlarge credit facilities for exporters, 
both short-term and medium-term, from the Reserve Bank, and 
the Refinance Corporation. More vigorous drive was launched 
in 1963-64 for boosting exports. The previous measures were ex¬ 
tended and intensified. 

As recommended by the Study Group on Export Finance, the 
Export Credit and Guarantee Corporation was set up in January 
1964 and the existing Export Risks Insurance Corporation 
was merged with it. The authorised capital of the B.C.G.C. 
is Ra. 5 crores and the paid-up capital Rs. 2 crores. The 
Corporation will mainly play a co-ordinating role and will 
not compete but collaborate with the banks in the provision of 
export credit finance. The Corporation will grant credits and 
guarantees in foreign currencies to facilitate the import of 
raw materials or semi-finished goods for the manufacture or 
processing of export goods. Some of the important functions of 
the Corporation are: (a) to provide insurance to exporters 
against any risk, commercial and political, (b) to give guarantee 
to banks to assist exporters, (c) to give guarantees to or for the* 
benefit of persons of a foreign country for goods exported from 
India, (d) to provide supplementary finance for promotion 
and development of exports, and (e) to give loans against pledge 
of goods or property for promoting export trade. 

Besides, measures were taken to stabilise the prices of some 
export commodities. The Export Risks Insurance Corporation 
enlarged its activities, the risks covered rising from Rs. 13.5 
crores in 1961-62 to Rs. 23.1 crorCs in 1962-63. The State Trading 
Corporation continued its efforts towards expanding India’s 
trade, particularly with East European countries. These mea¬ 
sures are bound to tell in course of time. 

It should, however, be understood that export finance is but 
one instrument in the armoury of export promotion. Liberal 
credit facilities, by themselves, will not be of mucli avail, if the 
costs of Indian goods remain high, prices uncompetitive and 
quality and deliveries uncertain. 

It seems that it is not easy to expand substantially our tradi¬ 
tional exports. In tea India is already supplying the world 
markets and other countries (e.g.. East Africa) are trying to 
grow their own tea. The mpket for jute manufactures has been 
static and there is competition from Pakistan. Rival packing 
materials are being developed or deliveries in hulk arc increas¬ 
ing. There are keen competitors in markets for cotton textiles, 
e.g., Japan and Hong Kong. There is not likely to be substan¬ 
tial net surplus in traditional agricultural exports over internal 
requirements. The growth of internal demand will eat away 
the surplttews. 

^ » There is, however, a possibility of development of new ex¬ 
ports. But it will take time to master production problems and 
develop supplies which are reliable both in quantity and quality^ 
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Also, it seexoa easiest to develop the expon of some of the things 
which are needed by the home market itself, e.g., steel. 

Importa 

Let ns now survey our imports. Over the past decade 
the imports have been increasingly affected by our econo¬ 
mic development plans. To meet the needs of a developing 
economy and industrial development the level of imports has 
risen substantially. Over the First Plan period the total im¬ 
ports amounted to an average of Bs, 724 crores. In the Second 
Plan, there was a sizeable step up of imports on account of the 
larger requirements of capital goods, raw materials, intermediate 
products, components, etc. For the Second Plan-penod as a 
whole the average was Rs. 1,072 crores which was about 50% 
higher than the First Plan average. The Third Plan has a 
larger investment programme and is to give a continued priority 
for the development of basic and heavy capital goods industries. 
It will thus entail larger import requirements than the Second 
Plan. ‘The total import bill for the Third Plan is, thus, estimated 
at Rs. 5,750 crores in addition to PL 480 imports of the order of 
Rs. 600 crores. The average level is expected to be Rs. 1,270 
crores, as against Rs. 1,072 crores in the Second Plan. In 1963- 
64, they were of the order of Bs. 1,143.60 crores. 

In recent years, the import trade of India in private mer¬ 
chandise has been going up. This high level of imports may be 
attributed to (i) an unexpectedly high tempo of industrial 
activity in the private sector, coinciding with large-scale import 
demands in the public sector, (ii) larger imports of foodgrains, 
and (iii) the cumulative effects of successive liberalisation of 
import policy in the past. The figure for 1938 was only Rs. 153 
crores. The figure in 1951-52 was Rs. 868 crores. The upward 
trend was mainly due to the urgent need for food and capital 
goods. But in view of the foreign exchange difficulties, the im¬ 
ports of several lower priority items were cut. There was also 
some reduction in the imports of priority items produced in 
India. Most of the imports are for the maintenance and deve¬ 
lopment of the economy. 

Among the imports, petroleum and petroleum products is a 
very big item (Rs. 79.04 crores for 1963-64). There is not much 
likelihood of a fall here as with the development of road and air 
transport in India, the consumption of aviation and motor spirit 
is bound to increase. With the establishment of refineries in 
India, the imports of crude oil will increase and refined oil de¬ 
crease. A still bigger item is the import of foodgrains. The 
imports of foodgrains went down from the stupendous height of, 
Rs. 228 crores in 1951-52 to a mere Rs. 17 crores in 1955-56. The 
remarkable decrease was the result of almost complete self-sufib 
ciency achieved in foodgrains in the First Five-Year JPten. 
Impoiks of foodgrains again rose so that in 1963-64 lb^y,%rare 
valued at Bs. 163.01 crores. Foodgrains are mostly imjport^ 
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froiqi U.S.A., Canada, Australia, Argentina, Busaia, Borma and 
Egypt. 

The imports of raw jute and raw cotton stand parallel, the 
first went down to Bs. 19 crores and the latter to 3^ 57 crores 
in 1955-56 from Rs. 67 crores and Bs. 137 crores respectively in 
1951-52. These are achievements to he proud of. The import 
of machinery also constitutes an important item. In 1963-64, 
machinery and transport equipment worth Rs. 421.57 crores were 
imported. 

The bulk of fuel oils and lubricating oils used to come from 
Iran but since the rise of political difficulties in Iran, our oil 
supplies have come from Burma, Bahrein, IJ.S.A., etc. India 
does not import much edible oils, Ceylon i-s our source for coco¬ 
nut oils valued at about a crore of rupees. U.K. and IJ.S.A. are 
our main sources for all kinds of machinery, textiles, electrical 
and metal working. In fact our needs in most manufactured 
goods are supplied by these countries, but Japan, Italy, West 
Germany and Canada are also in the picture now. 

Switzerland and Belgium also contribute their share in 
manufactured goods to satisfy the needs of India. 

Imports of raw material and manufactured goods have in¬ 
creased in recent years, showing that India has now started, on 
the road of industrialisation. as most of the manufactured goods 
pertain to machinery, mill work, electrical goods, chemicals, etc. 

Another point which may be noted is the catholic clioice of 
countries from which we obtain our machinery. TT.S.A., IT.S.S.R., 
TT.K. or Japan whichever can deliver the goods is acceptable 
to us. 

The following table gives imports of principal commodities 
in 1963-64: 


India's Imports of Prlneipal Commodities 


{In lahht of rvpot*} 


Commodity 198S-6t 


FOOD 

163,01 

1. Cereals and cereal preparatione 

129,76 

(<) Whmt 

1(^.86 

{ii) Bioe 

20,40 

(ih) Others 

8,S1 

3. Oaebevnuts 

10,93 

8. Spioee 

70 

4. Otheore 

21,62 
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dommod&ty 


II. 

BEVERAGES AND TOBACCO 

1,07 


1. Tobacco uamantifactured 

79 

in. 

CRUDE MATERIALS, INEDIBLE EXCEPT 



FUELS 

122,58 


1. Hides and skins (raw) 

3,32 


2. Copra 

8,79 


8. Crude rubber 

9,76 


4. Cotton raw other than linters 

48,08 


5. Jute raw including cuttings and waste 

1,86 


6. Wool raw and other animal hair 

16,72 


7. Others 

34,16 

IV. 

MINERAL FUELS, LUBRICANTS AND RE- 



LATED MATERIAL 

104,62 


1. Petroleum crude and partly refined 

46,17 


2. Kerosene 

26,38 


3. Other petroleum products 

82,87 


4. Others 

10 

V. 

ANIMAL AND VEGETABLE OILS AND FATS 

4,87 

VI. 

CHEMICALS 

88,40 


1. Chemical elements and compounds 

32,01 


2. Dyeing, tanning Mid colouring materials 

8,04 


3. Medicinal and pharmaceutical products 

8,34 


4. Fertilizers, manufactured 

27,49 


6. Others 

12,62 

vn. 

M.ANUFACTURED GOODS 

165,63 


1. Paper and paper board-, and manufactures 



thereof 

11,86 


N^sprint 

6.93 


2. Art silk yarn and thread 

10,46 


8. Iron Mid steel 

89,64 


4. Non-ferrous metals 

66,67 


5. Metal manufactures 

16,66 


6. Others 

12,46 

VIII. 

MACHINERY AND TRANSPORT EQUIPMENT 

421,.'57 


1. Machinery other than electric 

277,33 


2. Electric machinery, apparatus €uid appliances 

83,48 


3. Transport equipment 

60,76 


(i) Railway vehicles 

16,40 

\ 

. (t'f) Others 

44,36 

IX. 

MISCELLANEOUS MANUFACTURED ARTI- 



CLES 

’ 86,,# 


OsAiro Totax. 

.U4«kft0 


t 


f 

'I 
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Balapuce of Payments 

rin the pre-partition era, India had almost always a favourable 
balance of trade. However, after the war, especially after Inde¬ 
pendence, the position of balance of payments was reversed, i.e., 
Indian balanees of payments became heavily adverse. This was 
cansed by heavily adverse balances of trade year after year. We 
shall now review the position since Independence in some detailj 
A close study of our balance of payments is very necessary because 
balance of payments has a very vital connection with our economic 
development. A difficult balance of payments position ean be a 
serious hurdle in the way of economie projrress since in that case 
the country may be unable to import the necessary capital goods, 
industrial raw materials and technical know-how without which 
economic development may be seriously held up. A favourable 
payments po.sition, on the other hand, will greatly accelerate the 
pace of economic development. 

flndia’s balance of payments since Independence may he 
studied broadly in three phases: (a'i from Independence *till the 
devaluation of the rupee in September 1949; (hi from devalua¬ 
tion till the end of the First Five-Year Plan, i.e., till 3965-56; 
fc) since the commencement of the Second Five-Year Plan. 
While some common factors operated throughout the whole 
period, yet broadly different factors have dominated the coun¬ 
try’s balance of payments in the above-mentioned three distinct 
pha.sps. Now each of these phases may be discussed. 

(a) First Phase; Prom Partition to Devaluation 

The war-time surpluses in India’s balance of payments were 
quickly reversed after the war. especially after partition. This 
was something unprecedented in the history of the eouritry’s 
external payments. In thl^ calendar year.s 1948 and 1949, India 
ran into deficit to the tune of Ks. 100 erores and Ps. 181 erores 

respectively. The canses are not far to seek. Mainly these 

deficits in balance of payments arose from the seriously adverse 
trade balances, and the latter were the result of the following 
factors: 

(i) Heavy imports of food. This happened in a period of 
overall world ^sh on a go of food and, therefore, of very high food 
prices. 

(ii) Heavy imports of industrial raw materials—^raw jute 

and cotton. Paw cotton, raw jute and bides and skins had been 

our main exports before partition hut now they had to he im¬ 

ported at a very heavy cost. 

(iii) Owing to war-time controls and austerity measures 
there was a hugu pent-up demand for consumers’ goods frpm 
abroad. While the financing of the war had increased 
incomes, scarcities had kept down consumption. The result of 
all this was that imports had to he very large. 
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(iv) Duringf the war even noriuAl replacements and renew¬ 
als of industrial plant and machinery had not *been effected. 
After the conclusion of the war, capital goods had to be import¬ 
ed for the purpose. 

(v) The country embarked upon big schemes of dev^p-* 
ment, river valley projects, industrial enterprises, etc. These 
necessitated huge impozts of capital equipment. 

(vi) Inflation in the country made her a good market to sell 
in and a bad one to buy from The inflation had been caused by 
the defective war finance policy of the Government. 

*(vii) Production crisis in the connt:^. Curiously, agricul¬ 
tural and industrial production both declined as compared with 
the pre-war years—owing to labour unrest, natural calamities, 
etc. Thus much less was available for export and more had to 
be imported. 

(viii) Opening of large number of embassies, legations, etc., 
and gTeater share in international eonfcrenees entailed greater 
foreign exchange expenditure on account of invisible items. 

The Government could not be a passive spectator to the wor¬ 
sening balance of payments. Etforts were made to increase pro¬ 
duction within the country, both agricultural and industrial, the 
former through Orew-More-Pood Campaign and Qrow-More-Oot- 
ton and Qrow-More-Jute drives For encourt^ng industrial 
production several tax-concessions and other incentives were 
provided. But since all these measures failed to improve the 
situation appreciably, the desperate step of devaluing the ruuee 
was taken in company with other sterling area countries. Im¬ 
port restrictions were tightened and several measures were 
adopted to encourage exports, mainly on the recommendations 
of the Ck>rwala Export Promotion Ctyimittee of 1049. 

A special feature of the Indian balance of payments during 
this period was the particularly large deficits with the hard cur- 
reni^ countries, notablv with the dollar area. Apart from the 
devaluation of the Indian rupee in terms of the U.S. dollar far 
more stringent restrictions were imposed on imports from the 
dollar area and special concessions and incentives were offered 
for exports to the hard currency countries. 

(b) Second Phase: From Devaluation to the end of the First 
Five-Year Plan 


First of all the balance of payments during this period may 
be set out in the following table; 

(In ororta of rupee*) 



mo-si mi 52 

1952-53 

1953-51 

1954-55,' 

i9iS-46' 

(f.o.b.) 

(o.i.f.) 

640 73<!).1 

650.3 662.29 

6o1.9 

633.0 

639.7 

691.8 

A96.6 

688.8^ 

"■^1 

76.1* 

TvMlB Balance 

AS bmlnble (net) 

—3.6 —282.8 
-1-42.4 4-70.2 

—81.1 

-I-91J 

—62.1 

—87J 4!t2l.! 
4-91.2 44m 

OaaetmA A/o Balance of 
Fi^nanita (net) 

« 

-f.36.9 —162.6 

4-60.2 

4-47.4 

4- 6.Q 

4-12.8 



THE TBABE OF INDIA 


421 


It will be seen that with the exception of one year, viz., 
1952-53, Indian’s balBnoe of payments duii&sr tliis phase ohwed with 
a snrpl^, though the magnitude of the surplus was declining. 
Another notable feature is the uxtiformiy adverse tradt balattoe 
throughout the phase, the surplus balance of payments being due 
to positive balance in respect of invisible items. 

Let us see how this improvement occurred. The immediate 
cause of improvement at the very outset of the phase was the de¬ 
valuation of the rupee coupled witli stringent import restrictions. 
In the middle of 1950 the Korean war broke out, which led to 
greater demand for and higher prices of India’s exports. The 
year 1951-52, however, stands out as an exception, with a very 
heayy adverse balance of trade, mainly arising out of the very 
high imports of foodgrains (valued at Rs, 228 crores in 1951-52; 
which were necessitated by a series of natural calamities in the 
country. Imports of raw cotton too were very heavy. In the 
subsequent years of this phase, domestic production—both a^i- 
cultural and industrial—started rising appreciably so that im¬ 
port bill was lower, particularly in respect of foodgrains, raw 
cotton and raw jute. Compare, for example, the value of food 
imports in 1955-56 (Rs. 29 crores) with the food bill of Rs. 228 
crores in 1951-52. It must, however, be admitted that a great 
deal of the improvement in crop production was due to favour¬ 
able climatic condition.^. In the industrial sector, investment 
during the First Plan wa.s rather modest and was, therefore, not 
reflected in very high imports of capital goods. 

(c) Third Phase: The Period of the Second Plan 


The balance of jiayments position during the Second Plan 
period and the first >ear of the Third Plan is as under: 


(In crores of rupees) 


im-57 

m7 SH 

1958-59 

1969-60 

mo 01 

Imports (o.j.f) 

1,099 5 

1,233.6 

1,029.0 

928.3 

1,106,7 

Exports (f.o.b.) 

b3o.2 

594 1 

r>76.3 

623.7 

630.5 

Trade Balance 

—464.3 

—639.5 

—4.')2.7 

—304.6 

—475.2 

Offibial donations 

39.5 

4-138.1 

35.8 

-fS8.3 

4-45.2 

Other Invisibles (net) 

112.5 

• • • 

90.8 

4-81.2 

4-37.6 

Carrent Balance of Pay¬ 

% 





ments (net) 

-312.3 

—501.4 

—326.1 

— 185.1 

—392.4 


The Second Plan was, as it were, a signal for huge deficits 
in the country’s balance of payments, it will be noticed that 
this is due to a sudden and large rise in imports, from Rs. 761 
crores in 1955-56 to Rs. l,09t crores in the following year, and 
higher still to Rs. 1,233.6 crores in 1957-58. In 1960-61, they 
were of the order of Rs. 1,100 crores nearly. Exports have, on 
the other liand, been more or less inelastic, actually falling to a 
lower than the usual level since independence. 
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A very notable feature of these huge deficits is that these 
have been largely the result of heavy developmextt outlay of the 
Second Plan. The biggest rises have been in the inerts of 
loaohiuery and iron and steel. For example, the value of the 
imports of machinery and metals went up from Rs. 299 crores in 
1955-56 to Rs. 346 crores liearly in 1960-61. Unfortunately the 
food bill has also been running at a very much higher figure. 
As against only Ks. 29 crores in 1955-56, in 1960-61, these imports 
amounted to nearly Rs. 214 crores. Other contributory factors 
have be(‘u the heavier demands of defence, the increased require¬ 
ments of. raw materials, spares components, replacements, etc., 
for matching levels of industrial production and increase in prices 
and freight rates. 

The consequence.s of sueh heavy deficits were bound to be 
disastrous on the country’s iimited foreign exchange reserves, 
which got depleted at a heavy rate and caused great alarm. 
Desperate measures Jiave had to be adopted. TJie legal provi¬ 
sions regarding ioreign reserves with the Reserve Bank were 
amended in October 1957. 'i’he existing statutory minimum of 
foreign securities worth Ks. 400 crores and gold coin and bullion 
worth Ks. 115 crores avus llieii drastically reduced to Rs. 200 
crores including Ks. 115 erores worth of gold. Import restric¬ 
tions liave been greatly tightened; import its of capital goods are 
given licences only if they have already arranged deferred pay¬ 
ments or i1 would be ])ossible for them to meet their foreign ex¬ 
change earning from their projects. A large number of mea¬ 
sures of export promotion have also be('u adopted. These mea¬ 
sures in questioji were fairly widely' conceived and included 
organisational changes, increased facilities and incentives and 
diversification of trade*. (These measures have* been mentiemed 
eai’Iier.) But all these expedients eemlel have had only'^ a 
limited utility in overeoiniug the uupreeedenled foreign ex¬ 
change crisis. The most effective measure has, therefore, been 
the :^aucial assistance, largely by way e)f Joans, provided by 
friendly Governments (like the IT.S.A., U.K., West Clemany, 
Japan and the U.S.S.K.) and international organisations like 
the AVorld.Bank. But for the very large amounts of foreign 
exchange thus made availabh*, India could not have honoured 
her commitments. It may, however, be said that iierhaps sueh 
foreign exchange crises are inescapable when a country is engag¬ 
ed ill (juick development of its r*eonomy. 

It will be seen that years 1958-59 and 1959-GO had registered 
an improvement in the balance of payments position. This im¬ 
provement was almost entirely duo to the drastic, cutting down 
of imports. But the position in 1960-61, the last year of the 
Second Plan, had again deteriorated. 

(d) Fourth Phase; Balance of Payments .in the Third Plan ^ 

Despite the substantial flow of external assistance dui-iifg 
recent years, India’s balance of payments has remained under 

40 f 
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continuous pressure. The foreign exchange reserves of the 
country (ex^uding gold but inclusive of Government^ balarfees) 
had declined sharply from Ks. 7B5 crores to Bs. (brdres Bur- 
ing the Second Five-Year Plan. During the first two years of 
the ■ Third Plan, the payments position remained difficult -and 
thete was a further decline in foreign exchange reserves of ap¬ 
proximately Rs. 9 crores in spite of drawals of Rs. 131 crores 
from the International Monetary Fund, 

Assistance from the Fund is available only for meeting 
ti-mporary difficulties and has to be repaid over a period of three 
to five years. It was hoped that, with progressive improvement 
in export performance, import replacement, and aid utilization, 
the payments position would improve over the later years of the 
Plan. 

During 1963-G4, the payments position took a favourable 
turn. Exports increased by us much as Rs, 120 crores and the in- 
erc'ase in im})orts of Rs. 129 crores was largely off-set by im- 
])rovcment in the utilization of available aid. Altogether, des¬ 
pite larger payments for debt servicing, the country was able to 
add to its depleted reserves a modest amount of Rs. 11 crores 
after repaying a sum of Rs. 24 crores to the International Monje- 
lary Fund. 

The improvement in the payments position witnessed durinrg 
19G3-64, however, has not been maintained during the current 
year. In fact, foreign exchange reserves have declined sharply 
by Rs. 88 crores during the JO months ending Januajy, 19S6, 
and only a small part of this decline (Rs. 12 Croces') is explained 
by repayments to the International Monetary Fund. Heserves 
declined by Rs. 05 crores during the lean export months of Apyil 
to September in 1964—i.c., at twice tlie rate of decline in tlie c0jr- 
responding part of 1963. Contrary to normal seasonal trends, 
the decline in reserves has contiime*d during October 1964 to 
January 1965. With foreign excliang(‘ reserves of the order of 
just Rs. 100 crores at the end of .lanuary 1965, the payments 
position had (»bviously reached a critical stage, particularly in 
view of the r(^quirements of the coining lean season and large 
repayment obligations (of Rs. 95 crores over the next 16 
months) to the IMF. 

Tn part, the unusually large decline in reserves during the 
last leu months is the result of larger (iovermnent imports of 
foodgraiiis, and fertilizers, and the conse(juent increases in ship¬ 
ping charges in r(‘spcct of these imitorts. Debt charges have also 
shown an increase. On the other hand, there has been a further 
increase in exports during the year, although a large part of 
tins improvement has been in respect of exports to rupee pay* 
ment countries and has been paid for mainly bv drawals on rupee 
balances built up by thfese eounfries in the past. There is reason 
to believe also that larger exports have Pot been reflected fully 
in actual foreign exchange earn ngs.' 

Balance of payments position during the last few years is 
given on page 424;—^ 
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tirftde JPolioj 

ludiAu trade policy up to 1923 was based on laissra-faire, 
i.e., a policy of free tr^e. From that, time was adopted a policy 
of disoriauxiatuig protection. Deserving industries were grant* 
ed protection by means of import duties on competing goods. 
Tlie Great Depression of 1929 created difficultic*s for all countries 
in the world and as means of recovery, the Empire countries 
participated in a scheme of Imperial Preference in which India 
had also to join. India thus entered into a number of trade 
agreements on the basis of exchange of preferences. The Second 
"World War necessitated stringent control on trade. 

India's commercial policy is thus based on the principle of 
protecting some of her industries and in the remaining sphere, 
reduction of tariffs for the countries with which she has conclud¬ 
ed agreements under the UATT. She is also a party to the 
Ottawa schemes of imperial preferences, now called ‘Common¬ 
wealth Preferences’. India’s trade with Pakistan is treated as 
resting on a different footing and the concessions exchanged with 
Pakistan are not necessarily to be extended to the other coun¬ 
tries of the GATT. 

There have been three other imporlaxit features of the Indian 
commercial policy in recent years. 

Firstly, stringent restrictions have been put on imports. 
During tlu' War (11) it was natural tliat imports be restricted. 
Aft<‘r partition, the balance of irade became heavilj’ adverse so 
that it could be corrected onJy by Juiposiiig restrictions on im¬ 
ports. Since there was au acute .scarcity of dollars and deficit 
with dollar countries had been becoming bigger and bigger, im¬ 
ports from dollar and other hard currency countries were speci¬ 
ally restricted. Non-essential consumption goods arc also not 
allowed to be imported willi a view to conserving foreign ex¬ 
change for imiiorting foodgrains, essentia] raw materials and 
capital goods. Import restrictions are necessary also for ensur¬ 
ing that home industries do not suffer from foreign competition. 
Au Import Advisory Council has bccui set up to advise the Gov¬ 
ernment on its import control jxilicy. Hetween 1954 and 1956, 
import restrictions were relaxed in view of the improvement in 
the balance of payments. But tlie foreign exchange crisis that 
- has developed since 1956, owing to the heavy imports of capital 
goods and iron and steel, has necessitated intensification of im¬ 
port restrictions, especially on consumer goods. In regard even 
to the import of capital goods, import licences are issued fdr 
approved capital goods where the import values have been cover¬ 
ed by long-term overseas investment. In other cases it is neces¬ 
sary for the importer to satisfy the Government that the terms 
of payment are^ such that it would be possible to meet them out 
of the savings in foreign exchange earning from the project. 

In recent years, consistent \irith the limits set by available 
foreign exchange resources, quotas for imports of commodities 
have been varied taking into account the progress and stock 
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position of the indigenous industries. For instance, for the period 
October 1961—March 1962 quotas were reduced for a number 
of items and imports of some others were banned. The list of 
items for which actual us'ers were granted licences was expandied 
by the addition of some more items. The iiniK)rt policy during 
1962-63 continued to be directed primarily towards realising the 
general objectives of the Third Plan, Maximum possible assist¬ 
ance has been afforded to export industries within the limits set 
by available foreign exchaiigo resources. The quantum of licen¬ 
ces issued on an annual basis was stepped up as recommended 
by Mudaliar Committee, The policy pursued during the year 
was restrictive cutting established importers’ quotas and ban¬ 
ning of some items altogether. Fiscal restraints Were imposed 
on imports and 1908-64 budget levied increased customs duties. 

Secondly .special efforts have been made to increase exports 
The Governnu'nt apiioniled the Qorwala Export Promotion Com¬ 
mittee in 1949 and another Export Promotion Committee in 1957 
to make recommendation^ lor stimulating exports. An Export 
Adviiory Council was also appointed to advise Government on 
the working of 1lu‘ export-control polie.y Several export duties 
have been either ioAvered or abolished with a Mew' to encouraging 
exports. Several tiade missions have also bi'eii sent to foreign 
countries to explore ])ossibilities of cx])anding oxjiorts. In order 
to make uji the trade deficit with dollar and other hard currc'iicy 
countries, exports to .such countries were specially encouraged. 
Ex})ort Promotion GouneiJs have been set uj) for several commod¬ 
ities such as cotton textiles, j)lasties, mIIc, rayon, engineering 
goods, tobacco, h'uthcr, etc ProA ision lias also been made for giving 
a draAvbaek of import duty on thav materials and components, 
utilised in the manufacture of several articles Avhieh are exposed 
and a nffund of excise duties on export commodities. To eri«;urc 
quality control, compulsory grading before export has been intro¬ 
duced ill respect of eortain agricultural commodities such as 
tobacco, raw wool, sandalwood oil. Special rail and shipping 
facilities are also provided for the movement of export commod¬ 
ities. In order to offer facilities for insuring risks, not normal¬ 
ly covered by eomirKM'iial insurance companies, a State-owned 
Export Risks Insurance Corporation (authorised capital of Rs. 5 
crores) Avas set up in 1957. 

To co-ordinate all Avoik relating to the development of 
India’s foreign trad*', particularly promotion of exports, a Por- 
•eign TraAe Board and a Directorate of Export Promotion were 
also created in 1957. There is also the Directorate of Exhibi¬ 
tions, which looks after visual commercial publicity for Indian 
goods. I^eviwal delegations have recently been (sponsored by 
some of the Export Promotion Councils. Besides, industrial- 
euiu-commereial goodwill missions have been sent to various 
countries to explore possibilities of extending markets for Indian 
goods. 

*8ince 1959-60, there has been an intensification of the pro- 
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motional efforts in regard to exports. Tliese efforts may be 
grouped into j (i) incentive schemes which provide fpr import of 
raw materials, machinery and capital e(}uip}nent and accessories 
against exports; (ii) fiscal reliefs in the form of refund of taxes 
paid on materials used in the manufacture of good/? for exports; 
(iii) relaxation of controls on a number of export conmodities; 
and (iv) conclusion of trade agreements for stepping up exports. 

The trade policy during 1961-G2 became synonymous with 
export promotion. With a view to organising exjjort trade on 
sound lines, a system of enrolment of exporters was introduced. 
Among specific measure.s may b?* mentioned removal of export 
restrictions on a number of commodities, linking of imports of 
raw materials and components to export performance and intro¬ 
duction of special export scliemcs for certain eoinmodilies. Fis¬ 
cal incentives were further extendetl. Significant measures were 
taken to stabilise the prices of some export commodities. The 
activities of Exports Risk Insurance Corporation were expanded. 
The State Trading (‘orporatiou continued its efforts towards cx- 
])ausiou and diversification of exports 

For 11)62-63, tlie De])arlmcnt of Tnt(*rual o 'lal Trade has pre¬ 
pared a c<)mpreheusi\ e export jjlaii specifying individual targets 
for the various export industries. Special efforts are to be made 
to retrieve lost ground in Australia and Iran. New markets are 
to he exjilored in North America, Middle East and Jjatm Ame¬ 
rica. The Board of Trade has urged the export industries to 
formulate cost reduction prograniine to be pursued systeinatie 
ally during tlie next few yt^ar^. Trade policy during 1P62-63 
continued to be directed towards stimulating and exjianding ex¬ 
ports. Various export promotion measure/, de^is,od in earlier 
years were either modified or llieir scope e\})anded so as to bring 
within their purview a large number of exjiort commodities. 

Thirdly, the policy of concluding bilateral trade agreements 
with various countries has been continued, of course with a 
changi'd cmpliasis. These agreements are gmierally directed at 
promoting diversification of export and at obtaining required 
imports without causing strain on foreign exchange reserves. 
When revising existing agreements, an opportunity is taken to 
omit items in which the ooiudry has rc'aehed self-sufficiency, and 
'to include in export eoinmodities items in which aii export sur¬ 
plus has since emergi'd. The agreementH, extcusicus and modifi¬ 
cations were aimed at correcting the imbalance in India’s bila¬ 
teral trade in addition to opening up now markets for her' 
exports. 

Mention may also be made of tin* entry of the State in for¬ 
eign trade with the eslablishmen' in May 1956 of tlic State 
Trading Corporation, an entirely .State-owned organisation 
(authorised capital Rs. 1 crore). Its aim is to stimulate trade, 
mainly exports and also imports, by filling up ibe many gaps in 
India’s foreign trade structure^ India’s trade with comnrtiaist 
countries had been rendered difficult because of the fact that 
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while foreign trade in such countries was a State monopoly in 
India it was undertaken by private exporters and importers. 
Very little trade was, therefore, done with these countries and 
individual Indian traders were at a disadvantage in such trade. 
The State Trading Corporation seeks to remove this handicap. 
It enters into deals with the controlled economies and thus tries 
to secure for them such items as steel, cement and industrial 
equipment and in return offers Indian goods so that the coun¬ 
try’s foreign exchange reserves arc not strained. The S.T,0. 
has been endeavouring to diversify India’s trade and find new 
markets for traditional and iion-traditional export items of India. 
It has arranged a Jiuinber of link and barter deals. The Corpo¬ 
ration has also launched price support schemes for certain com¬ 
modities in order to stabilise a certain operational export price. 

The tVade i)oliey during 1963-04 continued to be oriented to¬ 
wards exports and defence, with added emphasis on (a) better 
co-ordination betwi'en export and import policy, (b) greater 
vigilance and tighter control over export promotion schemes and 
(c) more vigorous drivu to boost exports. 

In conclusion it may be stated that while in relation to the 
country’s industrial development the commercial polic 3 ’' being 
followed is quite satisfactory, yet in respect of its balance of pay¬ 
ments it has not been successful in bringing about an equilibrium. 
This is so not because the elements of this policy are at fault, but 
a strain on tlie country's balance of payments is inherent in an 
economy aiming at accelerated economic development. 

Emerging Pattern of India’s Foreign Trade 

Economic develoimienl of a country is bound to affect the 
character of its foreign trade. A developing economy makes a 
call both on its exports and imports of a tj-po as to bring about a 
material change both as r(*gards their quality and direction. India 
has by now gone Ihrougli a development programme extending 
over a period of nearly 13 years. The First Plan was only pre¬ 
paratory and we have covered more than half the period of the 
Third Plan. All the same we can notice certain trends in our 
foreign trade and visualise its emerging pattern. 

In the first place, both imports and exports must increase a 
little more rapidly. Ajs industrialisation gathers momentum our 
requirements of equipment, raw materials, and components must 
increase in spile of our efforts at import substitution. We shall 
need more and more of these ‘development and maintenance ira- 
jDorts’. 

Secondly, arising from increasing imports, exports must also • 
keep mounting u[). This is so because ultimatel.v import require- • 
ments have to be met by exports. Large imports must mean large 
exports. We may therefore expect not only to increase somewhat 
our traditional exports but to develop, in course of time, new ex- 
pd!‘ts. It may be ho])cd that we shall nearly double oar exj^Ofis 
hi the next decade. Our export earnings have actually started 
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looking up during the last five years. It is signifioant that most 
of the commodities have accounted for improvement in spite of 
general downward trend in commodity prices. It is also signi¬ 
ficant that oiir export earnings have increased in all regions of 
the world. These two trends give ground for optimism and we 
may hope that our export promotion efforts will bear ample fruit. 

Thirdly, we cannot expect any large or spectacular expansion 
in our traditional exports, e.g., tea, jute manufactures and cotton 
textiles. The bulk of India’s exports are of traditional nature at 
present. That is why we are finding difficult to increase them. 
This difficulty arises in two ways: (a) increasing competition from 
other producing countries, and (b) the limited possibilities of 
growth of the world markets for these commodities. Tea is facing 
cojiipetition from East Africa and Pakistan, jute manufactures 
from Pakistan and recently Thailand and cotton textiles from 
Japan, Pakistan and Hong Kong. Any big increase in their de¬ 
mand .is not likely. Hence we can expect on] 5 ’ a modest increase 
in their export earnings in the next five years, say Es. 40—50 erores 
in the ease of jute manufactures and tea. 

Fourthly, of the traditional exports sugar, oils and oilcakes 
and tobacco hold out a promise. It should be possible to build up 
an average export potential of a million tons 5 years hence. Growth 
of sugar industry in the South and Maharashtra and improve¬ 
ment in U.P and Bihar will help it. In the case of oils and oil¬ 
cakes, installation of cotton seed crushing plants and riee bran 
oil extraction jdant.s .should be quite helpful. An increase of ex¬ 
port earnings of Es. 30—40 erores in ease of sugar and Ks. 80—^100 
erores in case of oilcakes may not be ruled out. Both intensive 
cultivation of lower and medium grades of tobacco and improved 
curing will expand European markets for our tobacco. 

Fifthly, fish and sea-foods have a great scope. Fish exports 
can be easily stepped up to three time.s their present value, i.e., 
by about Es. 20 erores if we organise fishing and freezing 
scientifically. 

Sixthly, we can also build up export of fruits and vegetables. 
Plantation cultivation on scientific basis and orchard farming will 
have to be undertaken on a large scale; grading will have to be 
- done more carefully and transportation will have to be consider¬ 
ably improved to ensure durability. Export of off-season vege¬ 
tables to Europe has good prospects. 

Seventhly, iron ore export has a great potential for expansion. 
Already these exports have gone up approximately to Es. 4^ erores 
and an addition of Es. 60 erores in the next five years is quite a 
possibility. But we must reduce cost, improve quality and make 
modern and adequate transport arrangements including handling 
and shipping facilities. 

Eighthly, the major contribution to our export earnings must 
in the future come from our new exports, via., iron and steel, ceaat- 
ings, stroeturals, light eugineexing goods, ehemicals, paints and 
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varnishes, manufacture of metals, machinery and transport equip¬ 
ment, garments, hosiery and made-up fabrics. They must rise to 
something like Bs. 200—300 erores if our economic development is 
to be a reality. For the present moat of them are being absorbed 
internally. But we have a substantial capacity to export in a 
number of fields in the engineering and chemical industries. But 
we must build up a reputation for quality and servicing facilities. 
We must strain every nerve to build up an export surplus in 
these fields because our economic future rests on this. We hope 
that some developed countries will not only remove tariff barriers 
to our. exports but will also actively encourage them because our 
production capacity can be used eomplementarily with industrial 
production in developed countries. For instance they can use 
our oastingw and forgings in their machine-making industry. 

Finally, we expect to east our export not a little more widely. 
At present we mostly rely on markets in TT.K., Germany, .Japan 
and IT.S.A. Any untoward event in any of these countries must 
adversely affect our exports. We must not place all our eggs in 
a few baskets. On the other hand, through sales promotion, 
vigorous export drive, market surveys, etc., we muAt explore and 
nurture new markets. Besides our natural markets in Africa. 
Middle East and South Ea'st Asia, the Eastern European countries 
offer good scope both for traditional and new exports. 

India and E.O.M. 

There are few events in the world of eommeree which have 
stirred up Indian feelings as Britain’s expected entry inlo the 
European Common Market. As an economic counterpart of 
N.A.T.O., the countries of Western Europe are forming European 
Common Market to give one another a favoured treatment and 
preserve the European market for the* goods of the European 
countries. Great Britain does not want to be lefl alone. She feels 
that if she is isolated from the rest of the West European coun¬ 
tries, her trade is bound to be adversely affected. In order to 
safeguard her interests, she is prepared to throw overboard the 
interests of the Commonwealth countries, especially those with 
underdeveloped or developing economies, particularly India and 
Pakistan. This is applying by England of reverse gear to Im¬ 
perial Preference. At one time England thought that her econo¬ 
mic interests would be belter promoted if she came closer to 
Empire (now Commonwealth) countries and for that purpose built 
up a system of Impeidal Preference. Now she thinks that her in¬ 
terests would be best served if she came closer to the European 
countries. The E.C.M. is thus an antithesis of Imperial Preference. 
Indian opinion has been very vocal in pointing out that Britain’s 
entry into the European Common Market will adversely affect her. 
(India’s) terms of trade, hit exports, add to her balanCjC of pay¬ 
ments difficulties and jeopardise the presemt (Third) and 'Ihe 
future IHve-Ycar Plans. Indian note on Britain’s joining the 
' is that of anxiety and regret that Btdtain is joining it. 
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The European Common Market (E.C.M.) or the European 
Economic Community (E.C.C.) wa^j established in 1957 when six 
countries of 'Western Europe—France, West Germany, Italy, 
Belpfinm, Holland and Luxembourg—agreed to form one common 
market for their goods, A beginning in tliis direction had already 
been made in 1950 when the three countries—Belgium, Netherlands 
and Luxembourg (popularly known as ‘Benelux’)—formed a cus¬ 
toms union. In 1953, all the six countries mentioned above had 
signed Coal and Steel Treaty which introduced what is known as 
‘Sehuman Plan’ designed to ensure markets in these countries for 
these commodities at favourable prices. These countries expanded 
this agreement further to form the E.C.M. The Common Market 
treaty came about in the wake of eeonomie erisis Avbieh overtook 
Europe in 1957-58. By the treaty of Borne, 19.58, the tariff was 
reduced by . In the first stage Avhieh completed in -lanuary 
19fi2, the six countries agreed to trade in industrial goods free from 
quota restrictions and from all tariffs with a common tariff against 
goods from outside countries. There Av.as a further cut of 10'’^ in 
tariff in January 196? and still further 10^ in July 1962 with a 
view to introducing common agricultural prices. This was the 
second stage of the E.C.M. The ob.iect of the formation of the 
E.C.M. was to encourage free flow of goods across their frontiers 
as a measure of mutual help There was formed a common market 
out of the buyers and sellers of the six countries. 

The full common market i<' expected to be established in 1970 
when all trade in the partici])ating countries will be free from 
any barriers of tariffs, quotas and subsidies Already the E C.M. 
has bee.ome a strong unit. Mr. Paul-TTenri Spaak declared in the 
IJ.N. in October 1962 that the E.C.M. had become the world’s 
strongest unit and if and when England joined it, it would be equal 
to U.S.A, and Kussia in productive capacity. 

The TT.K. naturally feared that if the Common Market increas¬ 
ed its momentum of trade and production by the reduction of in¬ 
ternal tariff by 60% and kept up the external tariff wall, its trade 
would vitally suffer for its goods would not be able to .jnmp over 
the high tariff wall whereas within the common market countries 
goods would merrily move to and fro. In the absence of the 'fiti- 
mulus of the Common Market it has been estimated that her im- 
'ports might increase by 4.5% instead of 33.2% in the next five 
years. Awakened to this coming danger, the TT.K. also decided 
to join the E.C.M. to obtain the benefit of lower tariff for her 
goods. 

But the U.K.’s difficulty arises from the opposition of the Com¬ 
monwealth countries who do not want to be jAted away like this. 
Canada fears that 75% of her annual exports would be adversely 
affected. New Zealand’s 60% exports to TT.K. would also suffer 
and so also Australia’s. Great Britain does not want to weaken the 
Commonwealth and her political links with the Commonwealth 
onnntifies. She is, therefore, nattaraUt trying to push these junior 
pattneDs of the Commonwealth into the E.C.M. or at any rate to 
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secure some advantages for them. The U.S. has entered into a 
deal with the six common market countries cutting its external 
tariffs and obtaining some tariff concessions in return. 

The U.K. alone absorbs more than 50% of our textiles. Let 
us now analyse a little fully the implications of Britain’s entry into 
the E.C.M. on India’s trade. 

During 1959-60, TT.K.’fl share of our exports was 29% and she 
still continues to be our biggest castomer. More lhan 60%^ of our 
export earnings from tea, leather and tobacco are obtained from 
TT.TC. This clearly brings the great importance of the TI.K. market 
for our" exports. Any move which hits these exports is bound to 
hit hard our economy. In textiles, India enjoys 17Common¬ 
wealth preference in the TI.K. market and if this preference is 
abolished by U.K.’s entry into E.C.M., India will meet with verj’’ 
severe competition from her powerful rivals, China and Japan. In 
the case of .jute manufactures, her import duties may mean a loss of 
about Ks. 2 crores in 1965. In 1960, of the total exports of Es. 70.6 
crores, England took jute bags worth Rs, 2 crores and the Common 
Market Rs. 2.80 crores. Leather is another commodity which earns 
for us a lot of foreign exchange in the British market. Higher 
import tariff will inflict some loss here too. 

At present almost all the major commodities of interest to 
India’s exports enter the U.K. market duty free on account of the 
preferential treatment that she enjoys. When the II.K. enters the 
E.C.M., this preference will disappear with the necessary conse¬ 
quence that our exports will be squeezed out. Tneidenee of raised 
tariff on India’s exports has been worked out thus': It has been 
calculated that in the case of tea, the loss will amount to Rs, 2.13 
crores in 1965 and Rs. 2.95 crores in 1970. In 1960, England took 
tea worth Rs. 75 crores in the total export of Rs. 120 crores. 
England is also a good market for our mattings, carpets and floor 
coverings and also for castor oil and oilcakes. The total loss in 
case of tea, cotton piecegoods, jute manufactures, leather (exclud¬ 
ing goat skins and sheep skins) and vegetable oil works out at 
Rs. 7.87 crores in 1965 and Rs. 10 crores in 1970. In all, it is 
estimated that 10% of our trade may be lost, and we may suffer 
a loss of 10% in value due to duties, quotas, etc. But in course of 
time losses may be more than made up by compensations arising 
from the accelerated economy of the United Kingdom. There need 
not be much panic or alarm. About the immediate setback, how¬ 
ever, there need be no question. On Britain’s entry into the 
E.C.M., India is hound to look for alternative markets mostly in 
socialist countries. That may make up the loss of 10%. 


1. Seon»mi» Sepfi the Indian Initltute of Fnblic 

Jtily p. 26 . 
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Indian Fiscal Policy 


As a result of Av<»r and post-war economic cliaupes, world 
fiscal policj^ as a whole has been twisted from its inoorinf?s. What 
policy .should India pursue is not a strai^rlit or simple problem. 
This policy k bound to be flexible and has to be carefully planned. 
On this policy depends the future of many new industries started 
during: war and ]iost-war y'-ars and of many old industries too. 
Hence a careful study of the problem is of supreme importance. 

The classical writers upheld the theory of free trade. They 
believed that every country should .specialize only in the produc¬ 
tion of commodities for which it was best fitted and import other 
goods. England had tin* good luck to have a long start in the 
race for industrialization. Free ti*ad(‘ suited her best and her 
economists advocated this doctrine in the belief that what was 
good for England was equally good for the rest of the world. 
All parts of British Empire, including India, had to follow in her 
wake. India’s fiscal policy wa.s thus largely governed by British 
interests. 

Up to 1923, India followed a policy of cent per cent Free 
Trade and duties were imposed on incoming goods for revenue 
purposes only. Even these resulted in a great outcry from cotton 
manufacturers in Lancashire and in some cases countervailing 
excise duties (e.g., cotton excise duty) on Indian products were 
imposed. The war of 1914-18 compelled the Government to raise 
the tariff. They found it impossible to lower it after the war 
was overdue to their need for more money. These revenue duties 
happened^to give some protection to a few industries and “from 
1919 onwards Government efforts were constantly aimed at wrig¬ 
gling out of the situation that had arisen”.^ 

3. B. P. Adnrkar —The Indian Sineal Tolies, p. 421. 
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Policy of Protection 
Argnments for Protection 

However, India chose to tread the path of protection. It 
is worthwhile considering its pros and cons. No country has in¬ 
dustrialised herself without the help of protection. England, 
Germany, U.S.A., Japan—every one of them had recourse to it to 
develop their industries. Some had ample raw materials, others 
imported them; but each one of them needed the shelter of pro¬ 
tective duties to establish large-scale industry. There is a com¬ 
mon sentiment in favour of protection in India. The main argu¬ 
ments are given below:— 

(i) The Infant Industry Argument. Time is required for 
the development of various elements conducive to the growth of 
industry, i.e., for the training of labour, for mobilization of capital, 
for giving experience to the entrepreneurs, and for learning the 
necessary technique. During the time an industry is acquiring 
these essentials it must be sheltered; otherwise it will be blasted 
by foreign competition. A cliild requires to learn walking. He 
mu.st grow up before he can compete with a grown-up man. The 
force of this argament has been recognized by economists like 
Marshall and Pigou. Some Indian industries, which have a 
potentially bright future, are undoubtedly in a state of infancy. 
To protect them from foreign competition is absolutely essenti^, 
otherwise they will have little chance to grow or survive. The late 
Lala Harkishan Lai speaking about such industries to the Fiscal 
Commission (1921-22) said, “Nurse the baby, protect the child and 
free the adult”. This is a maxim the validity of which cannot 
be questioned. 

(ii) Argument for Diversification of Indust^. For balanced 
development of the character of a nation, diversity of employment 
is essential, for a person’s occupation has an intimate bearing 
on his personality. No nation likes to be a nation of shopkeepers 
and clerks only. The quality of employment matters as much 
as its quantity. It is, therefore, necessary to develop some in¬ 
dustries even though conditions are congenial for their natural 
growth. Only protection can enable such industries to develop. 
We have as yet developed only a few major industries. To deve¬ 
lop others in order to secure diversity, protection is necessary. 

(iii) For Defence. Adam Smith said, “Defence is better than 
opulence.” Dependence on foreign countries for essential com¬ 
modities proves dangerous in time of war. This argument has a 
special force in ease of ‘key’ or basic industries or food. In the 
First World War, India did not play the part she could hAve play¬ 
ed if her industries had already been developed. The need is all 
the more urgent today, when India is free but has not aligned 
herself with any one of the two power blocs into which the world 
is split up. She must develop her defence industries not only to 
preserve its own integrity and sovereignty but also to-'Work.for 
the maintenance of peace in the world. 
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(iv) For StifBoioncy. If a country desires to be economically 
ii^ependent, it must develop various types of industries with the 
aid of protective duties. But isolation is neither feasible nor de¬ 
sirable. In view of the great development in the means of trans¬ 
port and communication in the world it is impossible to attain 
self-suflSeiency. If attempted, it will only divert the economic 
resources of the country into less remunerative channels. If, how¬ 
ever, circumstances necessitate such a policy, India can be within 
a measurable distance of realising this aim, much faster than 
countries like U.K. and Japan, which have to import some essential 
raw materials and food. 

(v) For Key Industries. The application of protection for 
the development of basic or key industries is urgently called for. 
No effort should be spared to establish them even if some essen¬ 
tial raw materials have to be imported. On the development of 
‘key’ industries depends the establishment of other industries in 
the country. Without them we shall have to depend on foreign 
countries for machinery and equipment, and in an emergency, the 
whole fabric of our ecojiomy will fall to the ground like a house 
of cards. Such key industries include heavy chemicals, electrical 
apparatus machinery and engines of all kinds, 

(vi) Against Dumping. If another country dumps goods in 
our markets with a view to killing some of our industries, pro¬ 
tection will become necessary in sheer self-defence. It is possible 
that the motive of the foreign country is to I'apture our markets 
by undercutting jirices now and making up the loss by raising 
prices later, when the lioine industry has been destroyed. No 
country can jicrmit tliis, for this will spread unemployment and 
disrupt the economy of the country, India had to give iirotection 
against Japanese dumping. 

(vii) Against Bounty-fed Goods, ironic industry must be 
protected against competition from goods supported by bounties 
in the foreign country. Such bounties give them an unfair ad¬ 
vantage and Government must checkmate it by a protective duty. 
Indian sugar industry was killed by bounty-fed sugar from 
Europe. Later, protection helped India to rc-establiah it. 

(viii) Against goods coming from countries with depreciated 
currencies. Depreciation of the yen in the thirties neutralized to 
some extent the protection granted to our cotton textile industry 
and the measure of protection had to be increased. A coimtry 
with a depreciated currency is able to sell her goods cheap. The 
purchasing country has to pay less for a unit of the depreciated 
currency of the exporting country and naturally buys more. It 
then becomes necessary to neutralise this undue advantage by 
granting protection. 

(ix) For Ecvenue. Sometimes protective duties are advocated 
on the ground that they will bring additional revenue into the 
State coffers. The argumeut is net logical since there is inherent 
antagonism between revenue and protection. If an industry has 
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been given effective proteetion, similar foreign goods will have 
no chance to sell. They will not be imported and there will be 
no revenue. If, therefore, a country wants revenue, she eaniiot 
get it through heavy protective duties. She can secure revenue 
only if foreign goods are allowed to come in and moderate duties 
are imposed on them. That means that home goods wUl have to 
face foreign competition. Either you can give proteetion or get 
revenue. Protection through revenue duties is not a sound 
policy, for it will mean uncertainty for the home industry. 

(x^ For Increasiing Employment. Another ground on which 
protection is urged is that the development of industries will, in 
the long run, create employment in the country. As pure theory, 
this argument is unsound. As exports pay for imports, the country 
will be able to export less if it imports less. Thus the expansion 
of her protected industries will be eounter-balaneed by contraction 
of export industries. Thus total volume of employment may not 
be increased by protection. But in the ease of India, the argu¬ 
ment has some validity, for our export industries are not com¬ 
mensurate with the size of India. Our raw materials are im¬ 
mense. If by means of proteetion we are able to eliminate foreign 
consumer goods from our markets, a vast field will open out for 
the expansion of our industries and the volume of employment 
will increase. Our economy is at })re.sent unbalain-ed. To restore 
a proper balance between agriculture and industry is our i)rime 
need. A policy of effective protection will be eminently useful. 

(xi) Popularity of Protection. Indian sentimemt is strongly 
protectionist. The remarkable progress of industries in U.S.A., 
Oermany and .lapan under protection, a recent swing round to 
this policy in England and the ruin of Indian industries under the 
policy of free trade have all made educated Indians ardently de¬ 
sire protection for developing home industries. A vigorous pro¬ 
tective policy, if pursued, will have a strong popular support. As 
Adarkar says, “It is beyond doubt true that India fulfils all the 
requirements of what Pigou calls a backward agricultural country 
wishful to develop manufactures.” 

Bangers of Protection 

But protection is not a painless remedy. It iiivolvj's sacrifice 
which must be apprt'ciated and not minimized. In the first place, 
imj^ition of protection duties raises the prices of protected 
articles. The agriculturist who has no surplus to sell and the 
worker whose wages lag behind the increased cost of living, 
suffer. Mainly, however, it is the middle class people who have to 
bear the brunt. ‘But this class is patriotic enough to bear it in 
the hope that one day India will be a powerful industrial nation.' 

Secondly, whereas the public loses, the manufacturers gain. 
Protection accentuates the inequalities of wealth distributiqn by 
adding to the wealth of the already rich. The Government of India 
have steadily kept in view the interests of the poor consumer, and 
it is not correct to say that the burden of proteetion is bome en- 
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tirely by the masses. With the exception of matches and salt, the 
articles turned out by the protected industries, like iron and steel 
goods, sugar, fine cotton fabrics, cement, paper, etc., are net main* 
ly consumed by the poor. The burden, in this case, is largely 
borne by the middle classes and they do not mind it so much be¬ 
cause they understand where the good of the country lies. 

Thirdly, the industries of the unprotected category will be hiti 

because they will have to pay higher prices for some materials and 
pay higher wages without any compensatory advantage. Cotton 
handloom industry has suffered from protection granted to the 
mill industry. This is why some allied industries have to be 
given a corresponding measure of protection. Special reliefs, like 
subsidies, are needed to alleviate suffering. 

Fourtlily, there is a danger that vested interests will be creat¬ 
ed by protection. Industries that once secaro protection will be 
reluctant to part with it. Thus the ‘infants’ may remain ‘infants’ 
and refuse to admit that they have grown up. Proteeted indus¬ 
tries get ea.sy profits and do not try to rationalize their methods 
of production. But this danger can be obviated by withdrawing 
protection when the industry does not benefit by it any more. 
Indian .sugar industry illustrates this point. 

Again, so long as the Government has the power of taxation, 
such vested interests can always be curbed. Are these ve.sted in¬ 
terests absemt in countries which have no protection‘if Why hesi¬ 
tate in doing real good for fi‘ar of doubtful liarm ? 

Fifthly, there is the danger of political corruption. Powerful 
corporations in tlie TJ.S.A. set aside huge .sums t{) elect or influence 
legislators. Once, therefore, protection has been }»ranted, it may 
not be easy to withdraw. But the Fiscal Commi.ssion did not 
foresee this danger in India, as Indian legislatures were composed 
of too many differing elements to allow this evil to prevail. 

Sixthly, protection ia regarded as ‘mother’ of Trusts. It has 
been seen in Germany and IT.S.A, that once foreign competition 
has been elimiiiated, the home niannfaeturors form combinations 
in order to reap monopoly benefits. Although one or two mergers 
like the iSugar Syndicate and the As.soeiated Cement Company 
have been established in India, yet the combination raoveiiient has 
not made much headway here. Further, combinations are jio 
longer regarded as inimical to public interest and the movement 
has been consciously fostered in some countries. 

Seventhly, it is pointed out that if effective protection is given, 
revenues start falling. Ultimately, however, Government can more 
than recoup its losses through excise duties and raising income- 
tax revenue. Besides, the enhanced tempo of ehiployment in the 
country makes up the loss to some extent. 

On the whole, therefore, we find that a policy of protection is 
necessary in India. Its dangers have been exaggerated and costs 
magnified. The evils of protection could be minimised by avoid¬ 
ing an over-dose of protection, by not granting it for an indefinite 
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period and by carefully selecting the industries to be protected. 
It should be noted, however, that discussion of a policy of pure 
protection in India today h) more or less academic. India is now 
free and can chalk out a policy to suit her needs, which is also in 
consonance with her international commitments. She is in a 
position to take steps other than protection, namely bilateral pacts, 
the creation of a State Trading Corporation, and credit guarantees 
which are equally effective and less obnoxious to foreign opinion. 

Discriminating Protection 

Let u« first consider the circunistauces that led to the adoption 
of the’policy of protection in India, During the War of 1914-18, 
the Government realized that unless industries were developed, 
India was more a source of liability than of help to the British 
Empire. Hence they decided to establish some industries. During 
the war, the British Parliament also committed itself to the politi¬ 
cal advancement of India which was impossible without some 
fi.scal freedom. Hence the Fiscal Autonomy Convention. Accord¬ 
ing to this Convention, the Secretary of State would, as far as 
possible, avoid interferenee when the Government of India and its 
legislature were m agrer'iuent and his intervention, when it took 
place, was to he limited to safeguarding the international obli¬ 
gations of the Empire or any fiscal arrangeraejits within the Em- 
pm' to which Ilis Majesty’s Go\ernnieiit was a I)art3\ 

The Convention was hedged round witli such conditions as 
rendered it of little j)rac‘tical A’alue. But it was felt that India 
must take steps to shape her own fiscal policy. Accordingly, the 
Indian Fiscal (\)mmi.ssion was appointed in 1921 to recommend a 
suitable fiscal policy for the country. The (Commission in their 
report recommended Discriminating Protection. According to this 
policy protection was not to be accorded indiscriminately to every 
industry. But the ease of an industry claiming protection was 
to be examined and protection granted only if it satisfied certain 
conditions. The conditions laid down by the Commission are 
popularly known as tlie “Triple Formula”. Those tliree conditions 
were as follows: 

(i) Th(‘ industry to bo ijroi(*cted must possess necessary 
natural advantages, such as plenty of raw materials, cheap power, 
sufficient labour and a large home market. 

(iij It must be one which, without the help of protection, was 
either not likely to develop at all or not develop rapidly enough 

to serve the interest of the eountrj\ 

(iii) It must be one which eventually would be able to stand 
on its own legs mid face world competition without protection. 

In addition to the above, the Commission laid down a few 
more conditions of lesser importance: (a) An industry which, 
eould produce on a large scale with increasing returns yeas to he^ 
considered as more suitable for protection, (b) An industry wldch 
wes expected to meet the entire needs of the country in couraC ef 
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tbne, was recommended a preferential consideration, (e) An in¬ 
dustry essential for national defence and for key indtistdes wajs 
recommended protection even if it did not fulfil the above con¬ 
ditions. (d) Special measures of protection were recommended 
ag^ainst dumped ^ods or if the goods came from countries with a 
devalued depreciated currency and thus gained an unfair ad¬ 
vantage over Indian manufactures, (e) Similar steps were re¬ 
commended against bounty fed imports. 

The Fiscal Commission recommended the appointment of an 
ad hoc TarifiF Board to adjudge the claim of an industry for pro¬ 
tection and to see whether the conditions laid in the triple formula 
were satisfied. 

The policy of discriminating protection recommended by the 
Fiscal Commission was accepted b}’' the Government and several 
Indian industries were accorded protection one after the other. 
Indian iron and steel industry was granted protection in 1924 
which was renewed from time to time till 1947 when the industry 
did not presrt for continuance of protection. Protection in this 
case has been fully justified. The industry made rapid progress 
and turned out to be the ‘prizeboy’ of the donors of protection. 
The cotton textile industry got })rotecti()n in 1927, the measure 
of which was not found adecpiate. It also gave some preference 
to the British industry. Though belated and only an anti-dump¬ 
ing measure, prolt*ction did help the industry in its difiieulties. 
Protection granted to the sugai industry led to its i)henomenal 
development. Between 1932 and 1939 the number of factories 
rose from 32 to 139 and imports declined from S3 lakh tons to 
32.000 tons. Later, it was found that the industry' no longer de¬ 
served protection and it whs withdrawn. The paper industry was 
given protection in 1924 and it was continued till 1947. Protec¬ 
tion helped the industry to make eoiisiderabh' progr<‘Ss. Protec¬ 
tion helped the match industry too. But a diseoneerting feature 
is that a foreign (Swedish) concern took advantage of protection, 
dumping as it w^ere over the tariff wall, it started a number of 
factories in India, almost killing the Indian concerns. In this 
case protection has not really helped the genuine Indian indi^stry. 
8alt industry and several other minor industries received the 
bcjiefit of protection. 

But there were 'f»ther industries which were denied protection. 
Heavy Chemical Industry was given prot(‘ction only for 18 months 
and it was withdrawn without assigiiiTig any cogent reasons. It 
IS a key industry and absence of T)roteetion was really regretted. 
The Indian oil industry was facing a severe competition from 
•Standard Oil Company but protection was refused because price- 
war was not detrimental to consumers. The coal industry was 
facing disaster on account of competition from South African coal 
but the Tariff Board considered that tli(‘ difflcnlties of the industi?’^ 
. were due to over-development. They refused to recommend pro¬ 
tective duty on the ground that it would provoke retaliation. In 
the case of cement industry, the Tariff Board thought the diffieul- 
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ties of the industry were due to internecine conflict and protection 
could not help it. The industry, however, satisfied all the con¬ 
ditions for the grant of protection. The glass industry was re¬ 
fused protection because one component soda ash in sufficient 
quantity was not internally available. This was too rigid an ap¬ 
plication of the triple formula. 

It has, however, to be admitted that in spite of the fact that 
protection was unjustifiably denied to some important industries, 
it did help several major industries of India. 

Critique of Discriininatmg Protection 

There is no denying the fact that the policy of discriminating 
protection has enabled India to develop some industries and save 
others from ruin. Iron and steel, cotton, sugar and paper indus¬ 
tries are deeply indebted to it. 

But this dis(*riminating policy has met with strong criticism.* 
Some say, “it was all discrimination and no protection”. Accord¬ 
ing to Mr. B. P. Adarkar, “Jt has vouchsafed nothing better than 
a perfunctory assistance, indifferently and grudgingly rendered to 
industries whose subsequent dcvelojnncnt has b(*en left to take its 
own course”. The policy has not fulfilled our expectation. What 
this protection has achieved in India can stand no comparison 
with what protection has done in Knssia and Japan in a short 
period. The reason for lack of comparative success in develop¬ 
ment of industries in India is that the foreign Government was 
more interested in soiling British goods in India rather than in 
producing goods in factories in this country. This is why we are 
still an agricultural conutry still far from our ideal of an indus¬ 
trialized India. 

The conditions laid down for the granting of protection were 
too severe. Also, as already pointed out, the first two condition? 
are incompatible. If an industry enjoys all natural advantages, 
fulfils the first condition, it will not need protection, hence the 
second condition will not be fufilled. The third condition is 
merely a matter of opinion. Further, why should an industry 
be denied pi-oteetion if it has no home market but a large export 
market? An industry can also thrive even if it has to import 
some raw materials. But such industries could not get protection 
under this scheme. Not many industries in foreign countries can 
satisfy such eonditiojis. Moreover, this policy could take into 
consideration only those industries which already existed. It could * 
not build new ones, howsoever favourable the circumstances. 

The constitution, composition, functions and the procedure of 
the Tariff Board were not such as to render effective and timely 
aid to industries. The members were selected by the Government 
which also fixed the terms of reference. Besides, they would like- 
to be appointed again and a^ain. People, who bask in official sun# 

I. Fide Takjl aM Munghi —Induatrial Policy with special referettoe t0 
TaJriff; D, K. Malhotra— Be^tew of Indian Fiscal Policy; B. P. Adartthr-*- 
, Indian, Fiscal Policy. 
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fikiae cannot be expected to take an independent attitude. Even 
if they were the right people, their hands were tied by the terms 
of reference. Besides, for every industry, a new Board was 
Appointed. The members thus l^ed continuity of experience. 
Their outlook was narrow and experience gained in the course of 
An enquiry was altogether lost. 

It is complained that the Board usually adopted too judicial 
An attitude and in their desire to keep the scales even, they failed 
to show sympathy to the needs of Indian industry. Foreign in¬ 
terests must have influenced tleur decision when Imperial Pre¬ 
ference was grafted on protection in 1927 in the ease of steel in¬ 
dustry and in 1930 in the ease of cotton textile industry. Besides, 
the procedure was too dilatory, .Sometimes more than a year elaps¬ 
ed before the report was published. Such a slow-moving machinery 
•could not be expected to meet the situation on the commercial front 
which changed rapidly. The industry might be dying but no time¬ 
ly relief could be given. It was often a case of Nero fiddling when 
Rome was burning. In several cases, the recommendations i>f the 
Tariff Board were turned down by the (lovernraent. Pto’iodical in¬ 
quiries imported an element of uneertainty. It does not speak 
well of this policy when we remember that cement, glass, eoal, oil, 
woollen and printers’ ink industries were denied protection. There 
were several industries whieh deserved help, but their eases were 
not even considered, e.g., aircraft, autiuiiobil<\ ship-building, tan¬ 
ning, electrical goods. ])harnidcputica]s, haiidlooiu Aveaving, soap, 
etc. 

In other countries, like the P.S.A. and Axistrulia, 1h(*re are [)cr- 
maneut tariff commissions whose duty it to keep a wateh over 
the industrial field and take aetion if an.\ thing goes wrong. What 
WHS wanted in India was a similar body, a body of experts enjoy¬ 
ing permanent tenure with jxowers to })ass final judgments. Only 
then they could liave rc'ndered quick aid to needy and deserving 
industries. 

Achievements of Protection 

We may, howcA'er, mention some achieveiiients of this policy. 

1. As a result of jiroteclion many industries have been deve¬ 
loped, viz., iron and steel, cotton textiles, sugar, paper and paper 
pulp, matches, magnesium chloride. Among these, sugar industry 
practically did not exist before protection was granted to it in 
1932. But in five years’ time the industry developed so rapidly 
that the country became self-sufficient in sugar. Considerable pro¬ 
gress was shown by the other protected industries also under the 
stimulus of protection. It has been calculated that during the 17 
years, i922-39 (from the year in which the policy was adopted to 
the year when World War II b'-oke out) the production of steel 
ingots expanded eight-fold, that of cotton piece-goods by nearly 
two and a half times, of matches and paper by 38% and 80% 
respectively and cane-sugar recorded a tremendous advance from 
S4,(K)0 tons in 1922 to 9,31,000 tons in 1938. 
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2. tt was through this policy that even during the pertod 
of tile Great Depression when other industries were passing 
through a depression, the protected industries actually expanded. 

3. The benefits of the policy were not confined to the above- 
mentioned industries only. Many subsidiary and allied industries, 
particularly those conneet(*d with iron and steel and (’otton 
textiles, also grew up. 

4. The policy has had favourable reactions on agriculture 
as well. The expansion of the cotton textile industry has been 
of great advantage to the cultivators of cotton and has stimulated 
the production of high-priced, medium and long-staple cotton. 
The gains to the cultivators in the case of sugar-cane have been 
even more substantial. Area under sugar-cane has considerably 
increased, the proportion under improved varieties has greatly 
gpne up and the yield per acre has also improved. 

In the end no fairer summing up and no better suggestions 
could be given than in the words of Mr. B. P. Adarkar:— 

'‘First the formula of Discriminating Protection needs over¬ 
hauling; it should be replaced by a simpler, more sensible and 
more straightforward formula. The rigid conditions of that 
formula must be revised. The condition regarding raw materials, 
in particular, must be relaxed. The third condition of the formula 
mast be dropped as being of the nature of a forecast rather than 
a condition precedent. Secondly, the machinery and procedure 
of the Tariff Board must be drastically revised, and the ])resent 
system of hurdles and bottlenecks must be abolished facilitating 
a straight reference to the Board, which should have jiowers to 
initiate enquiries itself. The personnel of the Board also must 
be made more responsible to public and the jiredorainance of the 
official element reduced. Thirdly, there must be a clear-cut 
division between (a) Development Protection, (b) Safeguarding, 
and (c) the Revenue Tariff; the purpose and function of each be¬ 
ing clearly defined. Fourthly, the revenue tariff, in so far as it 
affects the development of industries, must be subject to the re¬ 
view of the Tariff Board. Fifthly, from time lo time, the Govern¬ 
ment must encourage the development of essential new industries 
by means of an “experimental tariff". If in .spite of the tariff, the 
requisite industries do not come into existence, it should be open to 
the Government to withdraw it." 

It is gratifying to note that most of these reforms have been 
affected as recommended bv the Second Fiscal Commission 
(1949-50). 

Present Fiscal Policy 

The New Concept of Protection. Thert‘ are no two opinions 
about the employment of a protectionist policy to develop our 
industries in the future. The Fiscal Commission in, 1949-&0, 
however, laid down certain principles according to which prolSC- 
tion should be granted. These principles are different from that 
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of discriminating' protection of 1921. Protection is now justified 
if it can remove unemplojonent or under-employment in the 
country, or ensure that the natural resources are fully utilised 
and that there should be a progressive increase in the standards 
of productivity. It is recognised that special measures should 
be adopted for the development of agriculture and small-scale 
industries on co-operative lines and that at the same time, there 
should be large-scale industrialisation with a diversified economy. 
Accordingly, the Fiscal (Commission reeomnieuded: 

1. That defence and other strategic industries should be 
protected, whatever the cost may be, on national considerations; 

2. That as regards basic or key industries, the tariff author¬ 
ity will decide the form of protection and the quantum thereof 
and will lay down terms and conditions of protection, as well aa 
review them from time to time; 

3. That as regards other industries, tlie criteria to be ap¬ 
plied for granting protection should be as follows:— 

‘‘Having regard to the economic advantages enjoyed by the 
industry or available to it and its actual or probable cost of pro¬ 
duction, it is likely within a reasonable time to develop sufiBei- 
cntly to be able to carry on successfully without protection or 
assistance and/or it is an industry to which it is desirable in the. 
national interest to grant protection or assistance and having 
regard to the direct and indirect advantages, the probable cost 
of such protection or assistance lo the <'onimunitv is not execs- 
sive. 

The Fiscal (Commission further recommended that: 

(a) Local availability of raw materials should not be a 
condition for the grant of protection, if the industry 
possesses other econoniie advantages, such as internal 
market, etc. 

(b) An industry should not b(' exiUM'ted to satisfy the needs 
of the entire domestic market for grant of i)rotection. 

(c) A potential export market should 1)(> taken into account 
to determine the protection for an industry. 

(d) Industries using the products of prot<‘cted mdustries. 
will require compensatory production; it will depe.ud 
upon the type of raw materials used by it, the nature 
of additional burden on the consumers, the nature of the 
demand for the finished products, etc, 

(c) As regards new industries the need for assurance of 
protection is particularly strong when the initial capital 
outlay is very heavy or when a great deal of specialised 
personnel is needed. 

(f) In the national interests, agricultural productij may be 
protected but the number of commodities should be m 
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small as possible and protection limited to short period, 
never more than five years at a time; while a programme 
of agricultural improvement must accompany the 
scheme of protection and annual report should be made 
to the Government. 

(g) On broad grounds a levy of excise duties on protected 
industries is not advisable and should be resorted to 
only when there arc urgent budgetary requirements. 

The Fiscal Commission recommended that a Development 
Fund should be created by setting aside every year a portion of 
the r'fevenue collection from protective tariffs. With such a 
fund subsidies can also be given to needy industries. Such sub¬ 
sidies should be preferable to tariff protection—(a) where 
iiomestic production meets only a small fraction of domestic de¬ 
mand; (b) where the commodities are essential raw materials; 
and (e) where the manufacture of certain commodities needs 
pj-otection, but it is difficult to distinguish grades or qualities 
to be protected. 

The Commission recommended that in normal cases quanti¬ 
tative restrictions should be used sparingly and only against 
.abnormal imports It held tliat it was difficult to decide on the 
stage of development of an industry at which a tariff quota 
scheme would be suitable. As regards the quantum of protec¬ 
tion, it was suggested that the tariff autliorities should lay 
alown uniform and standardised rules. As a general rule, in¬ 
dustries should be assured of protection for a reasonable long 
}»‘riod, so that capital may be attracted to them and a suitable 
pi'ogrammc of improvement may be drawn up and implemented. 
The Commission also suggested that the stores purchase policy 
of the Government should give preference to indigenous articles 
.o\er foreign articles. 

In order to protect consumers’ interests the Cominissioji 
laid down certain obligations on protected industries. These 
obligations mainly concern price, output, quality of production, 
.adoption of technological improvements, research, training of- 
ai)prentices and avoidance of anti-social activities. They sug- 
g(‘sted that these obligations should be treated as directive prin¬ 
ciples of tariff administration and that the tariff authority 
should report to Government periodically the manner in which 
those obligations are being discharged by the protected indus¬ 
tries ill a way that interests of the community are not being 
injured. 

It is gratifying to note that the prote(.ted sector of the 
economy lias been making a valuable contribution to the indus-. 
trial dev(dopmeut of the economy. Among protected industries 
which have exceeded the planned targets are plywood,, tea- 
.chests, grinding wheels, electric motors, power and distribution, 
transformers and bicycles. In comparison with the gencm in- 
.dices for industrial production, certain protected industries have 
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shown noteworthy increases, e.g., caustic soda, aluminium and 
conductors. Sewing machines, recently deproteeted, is an in¬ 
stance of an industp^ which has definitely developed vigorously 
only due to protection. As compared with the industrial sector 
in general, the price trends have been better held in protected 
industries, e.g., transformers and bicycles. The quality of pro¬ 
duction turned out by protected industries has also been found 
generally to be improving. 

On the whole, however, there is no doubt that fiscal policy 
is now being used effectively than hitherto as an instrument of 
industrial development. We can now reasonably hope that given 
other favourable circumstances, this new policy will produce 
the desired results. 

To sum up: In the pa.st our fiscal policy was largely 
governed by British interests and protection was adopted only 
in rare cases to silence criticism. The Tariff Board was a 
powerless body whose recommendations were often turned 
down. 

All this is past history. Our fiscal policy now ha,s a pur¬ 
pose'behind our actions. The suggestions made by the Second 
Fiscal Commission were accepted by the Government almost in 
toto. The present Tariff Oommission is a sound body whose 
recommendations ar<‘ almost always adopted. We are now an 
independent country. We have adopted industrialisation as 
our objective. We frame our own trade policies, paying due 
deference to our international commitments. Our present fis¬ 
cal policy is thus governed only by our own industrial needs 
and by our relationships with the LM.F, and the GATT. 

Fiscal Policy as Instrument of Planning 

As an instrument of planning, the role of fiscal policy is 
similar to credit policy Roth have far-reaching efl'cets o)i trade 
and industry and through them on employment. The fiscal 
policy has a direct effect on inflation or deflation. Now that 
the expenditure by the Government is increasing, our fiscal 
policy must be such as keeps down inflation. Through fear of 
inflation, it has not been possible to provide finances in India 
for many projects which had to be taken up for execution from 
the longderm point of view. It has also to be seen that fiscal 
policy is not of the type which tends to check savings and in¬ 
vestments in the private sector. The idea is not to divert in¬ 
vestment from the private to public sector but of anereasing the 
total. Fiscal policy can be an important devif-e to bring about 
•greater investment. Fiscal policy can also aim at reduction in 
inequality of income and wealth. Higher rates of direct taxa¬ 
tion will impinge more on the savings of the higher classes than 
on ‘their consumption. Hence indirect taxation is to be utilis- 
‘ ed, but direct taxation must n('t be ignored altogether. Heath 
duties have proved very useful in the direction in other eoun- 
tries. For this reason they have been introduced in India, 
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There are three main sources of savings in any country, per¬ 
sonal savings of individuals, saving by corporations and public 
savings (i.e., surpluses in the public sector). Corporate savings 
are very large in countries like the U.S.A. but they have given 
monopoly power to these corporations. India has to avoid this. 
Therefore, more stress should be laid on co-operative rather than 
on corporative savings. Individual savings can be very vast if 
there is a surplus above consumption but that is not the ease in 
India. The small savings campaign in India has not produced 
any spectacular results because the margin of saving in India 
today is greater in the village than in the town, h^ally, the 
State must increase its resources through taxation, through loans 
and through State enterprises. All these various resources have 
to be woven into a suitable pattern of fiscal policy in order to 
provide funds for the Five-Year Plans, As far as possible, de¬ 
pendence on foreign finances should be the minimum. Funds 
have to be found from increased taxation, enhanced railway 
rates, deficit financing, external aid, etc. This involves the use 
of a very judicious fiscal policy. 

In our import policy the quotas against each item are deter¬ 
mined not merely on the basis of the need of the commodity for 
internal consumption but also whether the need could be met 
wholly or partially in the country. As a general rule, wherever 
India has the capacity of producing an item to meet the entire 
demand, tariffs have been increased to 66% or even 100%. 
Where the Indian industry can only meet the demand partially, 
imports are regulated by quotas. If the industry stands in need 
of further protection it can always appeal to the Tariff Commis¬ 
sion. Under this scheme a number of industries have become 
stabilised, A typical example is art silk yarn. Another example 
is the bicycle industry which is producing 10 lakh bicycles in a 
year today against one lakh in 1951. 

The pattern of our export trade has also changed. Prom 
being mere sellers of raw materials, we have become sellers of 
processed goods and manufactured commodities. Of course we 
have and shall have to face great and still greater competition in 
these lines from foreign countries, specially ILK. and Japan. We 
have, therefore, to create organisations which will promote our 
export trade and devise methods according to the requirements 
of every commodity. Export Promotion Councils have been set 
up. Credit guarantees are being put into operation. Bilateral 
trade agreements have been entered into with a number of coun¬ 
tries. In order to trade on better terms with countries whose 
trade is in the hands of the State, the Government of India has 
set up a State Trading Corporation. Our trade representatives 
abroad are doing useful work for industries in India. 

This in brief is the role that the fiscal policy plays in eeouo- 
mie planning and has to play more vigorously to help laecefiNi^l 
execution of the development plans in India. 
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India and Intamational Trade OrganisaUon 

After the War of 1914-18, the peace-makers saw no need for 
economic co-operation on an internal basis. It was expected that 
nations would return to the gold standard and the “old normal” 
conditions. It proved a chimera. Luckily, it has at last been 
realised that the world would slip back into the chaos of compe¬ 
titive control unless nations joined together to stop this ten¬ 
dency. Before the 1939-45 War, national economic systems had 
sprung up and a policy of protectionism made trading condi¬ 
tions precarious. Now joint action was felt to be an urgent neces¬ 
sity to prevent world trade from being restricted. It was seen 
that most nations had common fears and desires. Their pro¬ 
blems could be solved only by international collaboration. The 
idea was embodied in the Atlantic Charter in 1941. It found 
expression in the Mutual Aid Agreements in 1942, and the Bret- 
ton Woods Agreements in 1945. It led to a renewal of the Trade 
Agreements Act in 1946 and Anglo-American Financial Agree¬ 
ment in 1946. It gave birth to the International Trade Organi¬ 
zation whieh held its first meeting at Geneva in 1947 and its 
second conf*»rence at Havana in 1948 India was one of the origi¬ 
nal signatories. 

Briefly speaking, the sub-committees arrived at the follow¬ 
ing conclusions over the various issues:— 

1. Quantitative Restrictions and Exchange Controls. “No 

restriction other than duty, taxes or other charges, shall be im¬ 
posed by any raember-eountry or on imports from any other 
member-eountry or on exports to any other member-country”. 
The following exceptions are, however, permitted: 

(i) Traditional prohibitions to effect the equitable distiibu- 
tion of })roducts in short supply, the maintenanee of war-time 
price controls and the orderly liquidation of war surplus. 

(ii) Temporary restrictions to relieve shortage of foodstuffs 
and other essentials products, 

(iii) Controls under inter governmental agreements. 

(iv) Import controls to safeguard balance of payments 

Any member may complain of another member who may be 
employing restrictions to damage its trade. The I.T.O. will re¬ 
commend adjustments, which if not complied with, may result 
in withdrawal of tariff concessions. 

2. Tariffs and Preferences. Members of the I.T.O. are com¬ 
mitted to enter into negotiations for the reduction of tariff's and 
the elimination of preferences. The general rule requires mem¬ 
bers to accord to one another most-favoured-nation treatment. 
Underdeveloped countries like India will not have to grant con¬ 
cession on products of an industry they want to protect. ' 

3. Employmenl The London Draft provided that each 
member “shall take action designed to achieve and maintain full 
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and productive employment and high and stable levels of effee* 
tive demand within its own jurisdiction through measures com¬ 
patible with the purposes of the Organisation”. 

4. Eoonomie Developmant. War-weakened nations were al¬ 
lowed to rehabilitate themselves with the help of controls in trade 
while economically backward countries were permitted to indus¬ 
trialize by regulating foreign transactions. 

5. Eestriotive Business Practices. The Draft said, “that each 
member shall take steps to ensure that enterprises do not engage- 
in practices which restrain competitions.” 

6. " Commodity Agreement. The eircumstances under which 
Governments may enter into agreements regulating the produc¬ 
tion, expor+, import or prices of primary commodities are care¬ 
fully defined. 8ueh agreements are limited in duration. 

Two other important objectives are: (1) the development 
of the natural resources of the world and protecting theni from 
unnecessary exhaustion, and (2) the expansion of the production 
of primary commodities in short supply. 

To have a common baais of agreement for over 50 countries, 
is not a light task. A formidable hurdle had indeed been crossed. 
Even a greater achievement is that the l.T.O. is authorized to in¬ 
terpret obligations, is.suo rulings, hear complaints of non-com¬ 
pliance and to bring pressure to bear on members by restricting 
advantages gained from the Charter. 

The Indian h^iseal Coinmi-ssion examined the Havana Char¬ 
ter and found that the Chart (‘r would not impose serious limita¬ 
tions in India’s freedom to mould her eomraereial policy in the 
interest of her own domestic economy. The Commission recom¬ 
mended that India should ratify the Charter, provided other 
countries of major economic importance like the [T.S.A. and the 
C.K. ratified it. The Commission hoped that the provisions of 
the Charter eoneernhig economic development of backward coun¬ 
tries would be interpreted liberally. 

Pending the establishment of the l.T.O., 23 nations met at 
Geneva in 1947 and drew up the General Agreement on Tariffa 
and Trade (G.A.T.T.) with a view to reducing tariffs. India 
signed this agreement. It came into effect on a provisional basis 
on July 9, 1948. G.A.T.T. has reduced or stabilised a very large 
number of tariffs. India concluded trade agreements under 
G.A.'r.T. with several countries. The Fiscal Commission analys¬ 
ed the tariff’ concessions granted and received by India under the 
General Agreement on Tariffs and Trade (G.A.T.T.) and were of 
the opinion that it would not be to India’s benefit to keep out of 
the ‘G.A.T.T.’ till the future of l.T.O. was known. They sug¬ 
gested that in regard to the tariff concessions to be received from 
other countries, India should concentrate on— 

(a) commodities which meet with competition from silldlair 
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commodities and possible substitutes from other coun¬ 
tries in the world market; 

(b) manufactured commodities rather than raw materials. 

Secondly, in the matter of granting tariff concessions, India 
should concentrate on (a) capital goods; (b) other machinery 
and equipment; and (e) essential raw materials. 

The Fiscal'^ommission also suggested that— 

(1) the., special requirements of cottage and small-scale in¬ 
dustries, which depend on the foreign markets to a large extent, 
should be borne in hiind when India entered into trade negotia¬ 
tions with foreign countries; 

(2) a close watch should be kept on the course of trade in 
the ‘G.A.T.T,’ items, and half-yearly trade returns published; 

(3) before any fresh negotiations were started, the repre¬ 
sentatives of trade, industry and otlier interests concerned should 
be consulted as regards the nature of the coneessiona that India 
needed or other countries might demand. 

A conference of contracting parties to the ‘G.A.T.T.’ met at 
Torquay in France in September 1950. India, along with all 
other countries, signed the ‘Final Act’. Six more countries 
joined the ‘G.A.T.T.’ Now the percentage share of the ‘G.A.T.T.^ 
countries in tjjie world trade is not less than 85% which is a great 
achievement and shows the great co-operation the idea of ‘fair 
trade’ is receiving from all countries. 

The eighth session of the ‘G.A.T.T.’ was held at Geneva in 
October 1953, in which the French Government presented new 
proposals for the reduction of customs tariffs. Already there had 
been a marked achievement as a result of 3 post-war tariff con¬ 
ferences—Geneva in 1947, Annecy in 1949 and Torquay in 1950- 
51. In all 58,000 concessions had been negotiated among coun¬ 
tries that conducted 4/5ths of the world trade. In place of the 
bilateral negotiations between countries on a produet-to-product 
basis, aimed at a strict balance of concessions, it was suggested 
that there should be an obligation on all participating Govern¬ 
ments to reduce the protective incidence of their tariffs accord¬ 
ing to a common standard. Every country was required by this 
'plan to undertake 30% reduction in its tariff in stages of 10% 
in each of 3 successive years. Economically backward countries 
were not required to make duty reductions on products includ¬ 
ed in their development programmes. Fiscal duties for revenue 
purposes are also allowed to be omitted. 

During the year 1955, the Government of India showed 
ipecial interest in the modification of the G.A.T.T. to facilitate 
industrialisation of under-developed countries. India was ^ able 
to secure special facilities like the use of quantitative restriction 
and relaxation of tariff for this purpose. The G.A.T.T. enjoins 
elimination of discrimination of unfair practices and of tariff 
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barriers as far as possible. India bad adhered to these princi¬ 
ples in its external trade relations. 

Thus India has been able to evolye planned trade during the 
last several yearb. This was specially so during the Second Five- 
Year Plan in view of India’s urgent need for foreign exchange 
resources to finance her large-scale imports of capital goods and 
industrial raw materials. 

In March 1955, the members of G.A.T.T. revved the Agree¬ 
ment in the light of seven years’ experience. The Jjasic objec¬ 
tives of the Agreement were re-affirmed and its provisions 
adapted to meet the changed world conditions. At the same 
time the structure of an Organisation for Trade Co-operation was 
elaborated. The following are some of the important agreed 
proposals: 

(i) The life of the present tariff schedules should be pro¬ 
longed to December 1957, and may be automatically 
renewed by a further period of 3 years; 

(ii) The contracting parties to the agreement should have 
facilities to enable them— 

/ 

(a) to maintain flexibility in their tariff structure to 
grant protection to established needed industries; 

(b) to apply quantitative restrictions on imports to 
protect their balance of payments. « 

In its conference held in October 1957, the leader of the 
Indian delegation was elected as the Chairman. In the minis¬ 
terial meeting convened by G.A.T.T. in Geneva in October 1958, 
the Indian Minister of Commerce announced that India would 
give Japanese exports the full privileges of the G.A.T.T. with 
immediate effect. The Seventeenth Session of the contracting 
parties to the G.A.T.T. was held in Geneva in October 1960. 
Among the major questions examined by the Session were those 
of regional economic integration, expansion of world trade, im¬ 
port restrictions, government subsidies and the problems of basic 
products and exports from under-developed areas. 

Obviously the world is progressing towards a better under¬ 
standing and minor economic conflicts are being localised. 
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Problems of Currency 
and Exchange 


Indian Currency System in Ontline 

(1) The Rupee is the unit of account, but it is not a stand¬ 
ard coin. We have no standard money and “there is no definite, 
objective, norm or measure by which change in values or deve¬ 
lopments in the national economy can be gauged”. The rupee 
is not a standard coin. It is represented as a fraction of pound- 
sterling, and the only guarantee of its stability is the obligation 
of the Reserve Bank to maintain the rupee-sterling rate. But 
the value of pound-sterling is itself subject to fluctuations. 
Hence the stability of exchange is really no guarantee of the 
stability of the Indian currency system. 

The rupee had to be emancipated from its dependence on 
sterling. To some extent this emancipation has taken place on 
account of our link with the International Monetary Fund. The 
progressive debasement of the rupee in recent years (reduced 
first to half fineness and nickel rupee from 1947) has brought it 
very near to the paper currency, although rupee coins may conti" 
nue to be used for sentimental reasons. In course of time, as 
banking habits develop, notes may largely replace metallic cur¬ 
rency and the expense of using metallic money and of keeping 
large metallic reserve may be avoided. 

(2) The subsidiary coins are half-rupee, four-anna, two- 
anna, one-anna, two-pice and one-pice coins. The new coins 
are ‘Paiae. Like the rupee they are also token coins having 
their face value higher than the metallic value. The rupee and 
haH-rupee coins are imlimitod legal tender and the subsidiary 
coins are lifted legfal tender. Their value is maintained through 
the authority of the Government which properly controls their 
Biipply. 
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(3) The Indian paper currency consists of notes of various 
denominations, viz., one-rupee, two-rupee, five-rupee, ten-rupee, 
100-rupee, 1,000-rupee notes, 5,000-rupee notes and 10,000-rupee 
notes. The one-rupee note is not convertible into rupee coins. 
The notes are issued on the Proportional Reserve System. Though 
the notes are unlimited legal tender, they are not convertible 
into gold or silver but only into legal tender. 

(4) The Indian currency system is not capable of automatic 
expansion or contraction in response to changes in trade or to 
meet the requirements of growing economy. The rupees once 
put into circulation seldom return when their need is over, they 
are hdarded. Again, when new rupees are wanted, they must 
come from the mitj;t, This puts a severe strain on the country’s 
resources and large purchases of silver for the purpose upset the 
country’s balance of trade. The note-issue also lacks elasticity, 
as reserve has to be maintained. “Paper money would be un¬ 
able to render its full service to the country’s economy, so long 
as the reserve provisions are rigid as today, with sterling secur¬ 
ities predominating, and so long as a close contact with the 
active features of the country’s economy, particularly in regard 
to domestic and foreign trade, is not provided”. 

(5) “There is no co-ordination between the total value of 
money of all kinds in circulation and the aggregate national eco¬ 
nomy. There is very little of the so-called ‘deposit currency’ 
which every modern commercial country tends to develop more 
and more. There is no correlation... between the total volume 
of money in circulation... and the economic needs of the coun¬ 
try, its productive capacity or distribution requirements.” 

The value of the Indian rupee is maintained by the Reserve 
Bank at 0.186621 grams of gold or 21 cents (U.S.A.). Before the 
establishment of the I.M.P. India had a Sterling Exchange Stan¬ 
dard. The Reserve Bank maintained the exchange value of the 
rupee in terms of the sterling at the rate of Re. l = ls. 6d. Now 
the Reserve Bank is under obligation to maintain the rate in 
terms of gold. That is why it is called Gold Parity Standard. 
A strict exchange control is in existence. 

Indian Paper Currency 

Notes were practically unknown in India until the begin¬ 
ning of the 19th century. In 1806, the Bank of Bengal was 
founded and given the privilege of issuing notes. The privilege 
was also conferred on the Bank of Bombay (1840) and the 
Bank of Madras (1843). Although these banii were private in¬ 
stitutions, yet the Government had a share in the capital and 
was represented on the management. A maximum limit of note- 
issue was fixed for each bank, and they had to keep a reserve of 
33-1/3% (later reduced to 25%). These notes were not legal 
tender and were popular in the presidency towns only. 

In 1861, the Government took over the note-issue from 
Presidency Bank. The country was divided into circles, and the 
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notes issued in one circle were legal tender only in that circle. 
The notes were issued on the currency principle embodied in the 
Bank Charter Act of 1844 passed in England. The fiduciary 
portion of the Paper Currency Reserve was fixed at Rs. 4 erores. 
Over and above this limit, metallic reserve of equal value had 
to be kept. 

The above arrangement was excellent from the point of view 
of the security of note-issue, but it was neither convenient nor 
did it provide elasticity in the note-issue. The inconvenience. 
arose from the restricted area within which the notes were 
legal tender and convertible. This defect was, however, remov¬ 
ed when notes of one denomination after another were uni¬ 
versalized. 

The note-issue was inelastic, because beyond a certain limit 
cent per cent metallic reserve was necessary. Some elasticity 
was imparted by raising the fiduciary limit from time to time, 
until it stood at Rs. 14 erores in 1914 and Rs. 1^0 erores in 1919, 
Some elasticity was also given by making the rupee a token 
coin ill 1835 so that less silver was needed for the reserve in the 
form of new rupees. 

The Paper Currency Reserve originally consisted of silver 
coin« and bullion as regards the metallic portion and the Gov¬ 
ernment of India rupee securities as regards the fiduciary por¬ 
tion. Subsequent legislation, however, permitted the holding 
of gold coin and bullion as well as sterling securities as part of 
the Indian Paper Currency Reserve. 

The main defects of the Indian Paper Currency were: (1) 
It was not automatic because the fiduciary portion could be in¬ 
creased only by fresh legislation every time. (2) The metallic 
portion of the reserve was unduly large, (3) A part of the 
reserve was kept in London iustead of in India. (4) There was 
a divorce between currency and banking, whereas integration is 
the rule in modem times. (5) In the absence of a central bank, 
the Government was compelled to keep its funds locked up in 
‘^Reserve Treasuries’’ creating financial stringency in the money 
market in the busy season. (6) Above all, the currency system 
was inelastic. In other countries, bank deposits and cheques as 
-well as notes issued against commercial bills lend elasticity to 
the currency system; also the Government funds placed in the 
central bank are made available to the trade. But in India 
.banking was comparatively undeveloped, organized bill market 
was practically non-existent, and the central bank had not yet 
come into existence. 

The Chamberlain Commission, with a view to introducing a 
measure of elasticity, recommended that the fiduciary portion 
should be fixed as under: 

Notes held in Reserve Treasuries plus l/3rd of the net circu¬ 
lation, i.e,, gross circulation minus notes held in Reserve Trea¬ 
suries. 
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The Commission further recommended that the use of notes 
should be encouraged and facilities for encashment should be 
extended. The idea of the Commission was to make note-issue 
both elastic and popular. 

The War (1914-18) put a great strain on the Indian paper 
currency system. There was a rush for conversion of notes* 
New notes of Re. 1 and Rs. 2i were issued. Extra legal facilities 
for encashment of notes were discontinued. 

At the end of the War, the Babington Smith Committee exa¬ 
mined the Indian currency system. In order to import elasti¬ 
city and to ensure adequate metallic reserve, the Committee re¬ 
commended that the metallic portion of the reserve should be at 
least 40% of the gross circulation, and, over and above the nor¬ 
mal fiduciary issue, provision should be made for the issue of 
additional currency up to Rs. 5 crores in the form of loans to the 
Presidency Bank against export bills. It also recommend(‘d the 
removal of war-time restrictions on the encashment of notes. 
The Government passed legislation to give effect to these recom¬ 
mendations. 

The Hilton Young Commission of 1926 recommended the 
establishment of the Reserve Bank to which the sole right of 
note-issue was transferred. The obligation to convert notes into 
silver coins was withdrawn. The Paper Currency Reserve and 
the Gold Standard Reserve were amalgamated and the propor¬ 
tional reserve principle of note-issue was introduced. The Re¬ 
serve Bank Act was pa;3sed in 1934 and the Bank started its 
operation from 1st April, 1935. 

The assets of the Issue Department consisted of gold coin, 
gold bullion, sterling securities, rupee coins and rupee securities- 
Of the total assets not less than 40 per cent had to consist of gold 
coin, gold bullion or sterling securities, provided that the amount 
of gold coin and gold bullion was not at any time to be less than 
Rs. 40 crores in value. With the previous sanction of the CentraJ 
Government, however, the Bank might hold gold coin, gold bul¬ 
lion or sterling securities amounting to less than 40 per cent of 
the assets for limited periods provided that it is paid a specified 
tax on the deficiency. 

The Reserve Bank of India (Amendment) Act, 1956, changed 
the proportional reserve system to that of a fixed minimum and 
prescribed a minimum holding of foreign securities of Rs. 400 
crores and of gold coin and bullion of Rs. 115 crores. According 
to an ordinance issued on October 31, 1957, the statutory mini¬ 
mum reserve was drastically cut down to Rs. 200 crores including 
Rs. 115 crores worth gold from the present minimum of Rs. 400 
crores including Rs. 115 crores in gold. 

Under the Reserve Bank Act, the assets of the Issue Depart¬ 
ment, ae we have seen, were kept in the form of— 

(i) rupee coin including rupee notes; 
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(ii) gold coin and bullion; 

(iii) rupee securities, including treasury bills; and 
. (iv) sterling securities. 

Expansion of currency could be effected by increasing any 
of these forms of assets and issuing notes of equal value from the 
Issue Department. Contraction of currency was similarly effect¬ 
ed by withdrawing notes from circulation and reducing any of 
the assets. “Ordinarily in the ease of expansion, the Bank in¬ 
creased the assets of the Issue Department by transferring rupee 
or sterling securities or both from the Banking to the Issue De¬ 
partment or by creation of ad hoe treasury bills; and in the case 
of contraction, reduced the assets by transferring securities, 
rupee or sterling, or both, from the Issue to the Banking Depart* 
ment, or by cancellation of ad hoc treasury bills held in the Issue 
Department. 

An enormous expansion of note circulation took place dur¬ 
ing the war. These notes wer(> issued against sterling securities 
accumulated due to circumstances arising out of the war. The 
total notes in circulation when the war broke out in September 
1939, were Rs. 182 erores. On the 3rd of August 1945, the figure 
stood at Rs. 1,333 croros, an inerea,se of about 951 erores. The 
increase in sterling securities during the same period was to thd 
value of Rs. 975 erores. Ir 1963-64, expansion was of Rs, 212 
erores raising the total circulation to Rs. 2,411 erores. 

During the Second World War, high denomination notes 
were demonetised to catch black marketeers and check hoarding, 
In 1953-54, it was decided to issue notes of the denominations 
of Rs. 1,000, Rs. 5,000, and Rs. 10,000. This has been done ta 

remove inconveniences of the commercial community. 

* 

Decinialisation of Coinage 

Decimal system of coinage has been now introduced in India 
since April 1, 1957. Under the new system, the Indian rupee 
continues to be the standard coin. But instead of being divided 
into 16 annas. 64 pice and 192 pies as before, it has been divided 
into 100 equal parts called Paise, the half-rupee and quarter^ 
nipee being equal to 50 Paise and 25 Paise respectively. 
The existing two-annas, one-anna, half-anna and pice coins 
have no counterparts in the new system. In the begin¬ 
ning, Naye 10-Paisa, 5-Paisa, 2-Paisa and 1-Paisa coins were issu¬ 
ed. Subsequently coins of 26 Naye Paise and 60 Naye Paise were 
also issued. The new coins were gradually to replace the coins 
below quarter rupee. For some time the old coins were to circu¬ 
late side by side with the qew coins and there is a provision for 
the conversion of the existing coins into new ones. Retention 
of some old familiar coins and provision for conversion at the 
intermediate stages has made the transition to the new system 
easy. It was decided to spread the process of changeover to the 
decimal coinage to three years. 
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In accordance with the decision to withdraw old anna-pi« 
coins, the Government issued two notifications (July 1958 and Juno 
1959) demonetising all nickel brass two-anna coins, aU half-pice 
and pice pieces. All nickel brass one-anna and half-anna coins 
ceased to be legal tender from January 1, 1959, and January 1, 
1960, respectively. All cupro-nickel two-anna and half-anna 
coins ceased to be legal tender from October 1, 1960. With effect 
from January 1, 1964, all cupro-nickel one-anna, copper double- 
pice and copper and bronze single-})ice coins ceased to be legal 
tender. These coins, however, were to be accepted at all offices 
of the Reserve Bank and government treasuries till June 30, 
1964. - 

Decimal system is considered to be essential for making cal¬ 
culation easy and quick. Tliis system has been adopted in 105 
out of 140 coin issuing countries, the U.S.A. leading the way in 
1786 and 1792, France following in 1799 and 1803. The U.K. 
is an exception 

We .shall now discuss some main problems. 

Problem of the Ratio 

A keen controversy lias always centred round the ratio 
question in India. But since 1939 the controversy has almost 
completely subsided. As a member of the India has de¬ 

clared her initial ratio as Is, 6d. Js it a correct decision? 

The proof of a correct ratio is that there should be harmony 
between cost and prices. “The rate of exchange is an index of 
relationship of price levels, balance of payments, tempo of econo¬ 
mic development, etc., subsisting at any time between different 
countries”. Considering all relevant factors, it seems that Is. 
6d. is a fairly correct index of such relationship. It does not 
seem to be out of harmony with the existing economic conditions 
in India. 

The prices in India are very high and we cannot, therefore, 
lower the ratio lest prices should rise still higher. Similarly, we 
must keep to the higher ratio because it cheapens imports and 
We want to import capital goods and essential consumers’ goods. 

A change in the ratio is necessary only to rectify mal-adjust- 
ments in the economic system or to build up a favourable trade 
position or to ward off booms and slumps from abroad. There is 
no serious mal-adjustment at present that we have to correct 
and for the other two objects monetary co-operation, rather than 
independent and isolated action, is essential. As a member of 
the Fund, we are precluded from such unilateral action. 

On the whole, therefore, the decision to stick to Is. 6d. is a 
wise decision. In case any change is called for, it can easily be 
effected as the rules of the Fund permit 10—^20% variation in the 
ratio. 

llevalnatioii 

In 1949, the rupee had to be devalued. It was necessitated 
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by the devaluation of sterling. In the post-war years, the balance 
of payments position of the sterling area, and of the U.K. in 
particular, vis-a-vis the dollar area was fast deteriorating and 
the dollar gap assumed dangerous dimensions. From £226 
million in 1946, it rose to the huge figure of £1,024 million in 
1947. As a result, the Central Reserve of the sterling area was 
being fast depleted. From £552 million on March 31, 1948, it 
fell to £471 million on March 31, 1949, and further to £406 
million on June 30, 1949. 

There were several causes responsible for the dearth of dol¬ 
lars andjtli'e "ever-widening dollar gap." The sterling area’ Bad 
come increasingly to depend on supplies from America. The 
high cost of production of British goods impeded exports. Large 
payments in dollars had also to be made to countries outside 
the sterling area, e.g., Belgium and Switzerland, The basic ex¬ 
planation of the post-war dollar problem is that the war has 
destroyed the balance between production in the dollar area and 
the rest of the world. The result is that the demand of non¬ 
dollar countries for dollar goods far exceeds the demand of dol¬ 
lar countries for non-dollar goods. 

Before the war, Great Britain would have met the deficit in 
her balance of payments by her ‘invisible’ earnings from over¬ 
seas investments in shipping, banking, insurance, etc., and partly 
through the dollar earnings of her colonies. But war-time des¬ 
truction and sale of overseas investments to finance the war had 
dried U]) these sources. The situation was indeed very serious 
and could not be allowed to continue, fipcaking in the House of 
Commons, Sir Stafford Cripps said, “We have improved our 
productivity, l)ut, not quickly enough. Time is now so short 
and our resources have got so low that a change in the dollar 
rate is the only way in which we can get our prices down quick¬ 
ly enough.” 

On 18th September, 1949, was announced the devaluation of 
pound-sterling by 30.5^ so that £ was equal to $2.80 instead 
of $4,403. All the other members of the Commonwealth fol¬ 
lowed suit except Pakistan. Even Canada devalued her dollar 
by 10%. 

The Indian rupee was devalued in the same proportion as 
pound-sterling. The sterling value of the rupee was maintained 
at Is. fid. but ill terms of the American currency it fell from 32 
cents to 21 cents. While announcing this devaluation in the 
Indian Parliament, Dr. Matthai, the then Finance Minister, ad¬ 
mitted that it was only a defensive measure. He said, “I feel 
that in this matter I have had to act not on conviction bom of 
logic necessarily, but so to speak, by the compulsion of events. 
.., Since the sterling was devalued there was no other course 
open to us”. We had to devalue lest our currency should become 
over-valued in relation to the currencies of the sterling area 
which would have made Indian goods dearer there. 'Indepen¬ 
dently, the economic situation in India was not such as to neces- 
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sitate devaluation of her currency as it was necessary for Great 
Britain. But, as a member of the sterling bloc, India had to 
fall in line with the other members of the bloc. Nearly three- 
fourths of India's exports go to sterling area countries. If India 
had not devalued, it would have become costlier for these coun¬ 
tries to buy from India. Our exports would not only have 
greatly diminished but would have perhaps been altogether 
wiped out in certain directions. The competitive strength of the 
Indian industry would have been seriously undermined. India 
is so vulnerable economically that it wajg hardly wise for us 
to take risk by adopting any other course. India thus had no 
other alternative than to devalue her currency also in terms of 
the dollar. 

Oonsequences of Devaluation. It follows from the operation 
of the principles of foreign exchange that the devaluation of the 
rupee in terms of the dollar must have the following consequences; 

1. Those clever speculators in India and Great Britain who 
managed to transfer their funds to the dollar area on the eve of 
devaluation were able to increase their funds by 30% overnight. 
On the other hand, all businessmen, students and others who had 
to meet obligations in dollars with their rupee and sterling re¬ 
sources were losers to the same extent. These are, howevei^, 
momentary and minor consequences. 

2. Another minor effect was a loss in the value of sterling 
balances by 30% in so far as they were utilized in making pur¬ 
chases in the dollar area. 

3. Exports to the dollar area were stimulated, because the 
same amount of dollars enabled an American to purchase a large 
quantity of goods in India inasmuch as the rupees had become 
cheaper in terms of dollar. On the other hand, imports from 
dollar area were discouraged because larger numbers of rupees 
had to be paid to buy goods in America having the same worth 
in dollars as before. India was thus unable to buy capital goods 
and food from America. This added to the difficulties of our 
food situation and hampered our development schemes. The 
effect on the balance of trade position depends on: (a) elasticity 
of demand for our exports, (b) elasticity of supply of these 
goods, and (c) whether prices remain the same. The Govern¬ 
ment intervention in the form of import restrictions and exports 
promotion, e.g., abolition of export duty on cotton textiles, is 
likely to complicate matters and disguise the real effects of de¬ 
valuation. 

Let us see how our balance of payments was affected by de¬ 
valuation.^ That devaluation gave a favourable turn to our 
balance of payments is evident from the fact that, in the quarter 
immediately following devaluation, there was a surplus of Rs, 413 

1. yor*detailed exasunation read “India's Balance of Payments", 
ary 1949—June 1950 by S. D. Deshmukh in Reserve Bank Bulletin, Aiunuit 
IMO, p. 521. 
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erores for the first time since the first half of 1948. The first 
quarter of 1950 again showed a surplus, but the quarter April, 
June 1950, showed a deficit indicating that the immediate stimu¬ 
lus of devaluation had sfient itself. The exports to the hard 
currency areas reached their peak in the first quarter of 1950 
being 69% higher than in the corresponding quarter of 1949. 
But they declined in the second quarter of 1950, showing that 
the stimulus of devaluation had ceased. This decline cannot be 
regarded as a seasonal phenomenon because exports as a whole 
did not show any such variation. During the six months fol¬ 
lowing devaluation, the overall average volume of exports rose 
by about 49% as compared with the six months preceding de¬ 
valuation. The transformation of a trade deficit of Rs. 34.1 
erores iji the third quarter of 1949 into a surplus of Rs. 29.6 
erores in the next quarter of 1949 was due to a rise in exports 
and a fall in imports and may be regarded as an achievement 
of devaluation. In the year ending 31st March, 1950, India had 
a trade deficit of Rs. 4.70 erores, but in the months following 
devaluation India maintained a favourable trade balance and 
her net dollar earnings averaged Rs. 5 erores. 

It was due to this improvement in the balance of payments 
that for the first time in the post-war period, the year July 
1949—June 1950, ended without India’s drawing anything from 
sterling balances. 

Exports of our cotton textiles reaped a special benefit from 
devaluation inasmuch as there was a phenomenal increase in 
these exports following devaluation. They seem to have re¬ 
placed other textiles in the foreign markets, because devaluation 
made them (i.e,, other textiles) unattractive. The average earn¬ 
ings from this source rose from Rs. 2.5 erores in the nine months 
preceding devaluation to Rs. 7.7 erores during six months follow, 
ing devaluation. This may be regarded as a permanent benefit 
of devaluation. 

4. Devaluation created diflSculties in the way of our obtain¬ 
ing raw materials like cotton and jute from Pakistan and made 
materials and accessories from dollar area costlier. To this ex¬ 
tent it adversely affected industrial production. 

5. Although devaluation completely justified itself by re¬ 
dressing the imbalance of payments, yet it accentuated the infla¬ 
tionary trend. No doubt, immediately following devaluation, 
the Government was able to bring down the prices of essential 
commodities like cereals, cotton yarn, cloth, pig iron and steel. 
The general price index fell by about 30% to 381.3. But by June 
1950, this gain was lost and the index rose to 395.6. The Korean 
War and the increasing threat of the extension of war led to 
stockpiling of essential goods and materials by all countries, and 
prices soared higher and higher. The price index touched the 
high water-mark of 413.5 in the first week of October 1950. 
Thus, the Government found it really difficult to hold the price 
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line. Bnt it must be admitted that the devaluation cannot b^ 
held solely responsible for this situation. 

The fact is that devaluation is no sovereign remedy for the 
■economic ills of the country. At best it can only give a tempor¬ 
ary stimulus. It is an artificial process by which some goods 
•can be sold cheaply abroad. The real remedy lies in increased 
production at reduced cost, and in the curtailment of consump¬ 
tion. Devaluation certainly improved the competitive strength 
of the sterling area. Before devaluation, the position of sterling 
was weak and that of the dollar strong. But after devaluation 
•sterling became strong and the latter softened a bit. In 1950, 
the dollar area showed a surplus of 805 million dollars as against 
A, deficit of 1,532 million dollars in 1949. The dollar gap which 
was expected to be bridged in the middle of 1952 was* bridged 
much earlier. The British Chancellor of Exchequer, Mr. Hugh 
■Gaitskell, announced the suspension of Marshall Aid to Britain 
from 1st January, 1951—one year and seven months earlier than 
the scheduled time. This is no mean achievement. 

Revaluation 

We have seen that when the pound was devalued in terms 

•of the dollar, India had to follow suit. The rupee was devalued 

in terms of the dollar not because there was something wrong 
with it but simply to be in step with the other sterling area 
•countries. The policy of isolation would have meant a disadvan¬ 
tage in respect of trade with the sterling area. 

We have also noticed that devaluation corrected our ad¬ 
verse balance and any vestiges of weakness in the rupee dis- 

■appeared altogether. The Korean War and the stockpiling and 
the rearmament programmes of leading countries stimulated our 
•exports so much so that certain circles in India came to believe 
that exports could look after themselves and that devaluation 
which was resorted to under compulsion must be put an end to. 
It was, therefore, suggested that the value of the rupee in terms 
of the dollar be again put up. This move derived strength from 
the example of Pakistan which refused to devalue with impunity. 
This move for revaluation had the powerful support of Dr. John 
Matthai, a highly respected economist and former Finance 
Minister. 

The ease for revaluation can be put as under:— 

1. Revaluation will have disinflationary effect and bring 
•down prices to the great relief of the public now groaning under 
the pressure of high price level. 

2. Indian exports of jute, textiles, tea, pepper, etc., occupy 
A strong position in the world markets‘and need no artificial 
stimulus in the form of devaluation. 

It is, therefore, more prudent for India to look to li«r yier* 
ests in the matter of imports. For some time our imports bill 
in re^et of foodgrains, industrial raw materials, machinery, etc., 
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is going to be very happy. Revaluation would mean a great 
saving to India in these purchases. This would have helped us 
to buy cotton and jute cheaply from Pakistan and capital goods 
from the U.S.A. 

4, With the revaluation, it will be possible to liberalise im¬ 
ports and remove the pinch of shortage of consumers* goods* 
This will be most welcome to the general public. 

The following arguments, however, can be advanced against 
revaluation: 

1. Products of our own industries will suffer in competi^ 
tion from cheaper imports from abroad. This danger will be* 
come real when Japanese industry has been rehabilitated. 

2. Any isolated action on the part of India in revaluing her 
currency will handicap her exports to the U.S.A. and other non- 
sterling countries as against exports from the rest of the sterling 
area. 

3. Stockpiling programme in the U.S A, soon slackened and 
we cannot count on an ever-expanding market for our exports. 

4. Our exports to sterling area will also suffer because they 
will become costly when our currency is revalued. And nearly 
three-fourths of our exports are accounted for by the sterling 
area. 

5. Our exports are quite vulnerable. We have been slowly 
losing ground in jute goods; our textiles are also meeting with 
increasing competition which will become all the more keen from 
Japan and Lancashire as time goes by; our tea industry has al¬ 
ready become nervous on account of competition from Indonesian 
tea and the market for pepper will also become tight with im¬ 
proved crops in South-East Asia. Our commitments under bila¬ 
teral agreements have also reduced our bargaining power. Hence 
exports are bound to suffer quantitatively from revaluation and 
this will mean less earnings in foreign exchange. How shall we- 
be able to buy the things that we need so urgently! 

The revaluation controversy was set at rest by an authorita¬ 
tive statement by the then Finance Minister, Shri C. D. Desh- 
mukh, on April 10, 1951, in the Union Parliament. He pointed 
out that according to the Reserve Bank exports 15% revalautioa 
would involve a balance of payment deficit of about Rs. 50 crores. 
and 30% revaluation of about Rs. 135 crores. He made it clear 
that if we were to revalue, we shall probably be worse off and 
not better off. It is not a question of getting things cheap, but 
it would be a question of being able to get things at aU, to have- 
the wherewithal to buy things. He said, “Before we decided to- 
import more, which is one of the reasons why revaluation of the 
rupee is urged, it is important to ensure adequate foreign ex¬ 
change—a desideratum that revaluation will not achieve”. It ia 
not wise to trim our sails to a weather which is abnormal. 

Further, revaluation will mean a great loss of revenue in ex- 
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port and import duties. HeUee reTaluation in the existing eir'- 
eumstances is not in the interest of India. Howerer, the Fhianee 
Minister gave the assurance that “this kind of problem will never 
be put on the shelf. But we can take a decision from time to 
time”. This seems to be the right attitude. 

Problem of Sterling Balanoes 

Accumulation of sterling attracted much attention during the 
war. But India has always held some sterling in London as 
,part of the paper currency reserve. The amount thus held im¬ 
mediately before the war was £48 million (Rs. 64 crores). The 
accumulation of sterling during the war, however, was a specta¬ 
cular affair. The sterlmg balances reached the peak figure of 
Rs. 1,733 crores in 1945-46. 

The principal source of this accumulation was the reimburse¬ 
ments in sterling to the Government of India by the United 
Kingdom for the purchase of stores and other materials and cer¬ 
tain other expenditure incurred by us on their behalf and on 
behalf of the other allied nations. But there were other sources 
of sterling too*, (a) Dollar and other non-sterling assets held by 
Indians acquired compulsorily and taken to the Empire Dollar 
Pool; (b) annual dollar earnings due to normal trade balance and 
those resulting from American military expenditure in India. 
These were also acquired and taken to the ED. Pool; (c) annual 
balance of India”s external account; (d) direct purchases of food 
and other materials by the British Government; and (e) expendi¬ 
ture incurred by Britain under the Defence Expenditure Plan. 

Sterling balance represented a debt which Great Britain had 
incurred from India. Most of it was a “forced debt” and emerged 
because of the inflationary methods of war finance and of the 
compulsory acquisition of India’s dollar resources. British opi¬ 
nion, however, hesitated to regard it a debt in the ordinary sense 
of the word. The Indian point of view was that this sterling 
represents painfully accumulated savings of the Indian people 
and must be repaid to the last penny in the interest of reconstruc¬ 
tion of India’s economic life. Luckily this point of view was 
coUceded. 

The discussions in early 1947 between the two Governments 
on the matter of settling these balances were not conclusive, but 
interim settlements were effected in August 1947, and in January 
1948. These two agreements had released £83 million out of 
which only £3 million could be utilised. In June 1948, the 
U.K. agreed to release during the three year® ending 30th June, 
1951, a sum of £80 million (Rs. 107 crores) which together with 
the unspent balance in our Account No. 1, as on the 1st July, ' 
1948, placed at our disposal resources amounting to £160 millioii 
(Rs, 213 crores) over and above our export earnings during this « 
period. 

The Government of India had taken over from the United 
Khogdom all their stores and installations, wliich they had left 
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in Ixidia at the end of the war. The price to be paid for them 
was settled at £100 million (Bs. 133 crores). 

The Government of India also purchased from the U.K. 
tapering annuities to meet its liability for the payment of pen- 
eions to British officers retired from India. The price of an¬ 
nuities Was settled at £147i million (Rs. 197 crores) for Central 
pensions and £20i million (Rs. 27 crores) for the pensions of 
the State. 

A new agreement was entered into in 1949 which was more 
favourable to India than that of 194^. According to this agree¬ 
ment (1) £81 million were agreed th be the amount ^of release 
for 1948-49; (2) the annual release the 12*Ti||r''^^^ods 
ending June 1950 and 1951 was increased from .^ginal 
amount of £40 million to £50 million; (3) thetie ijldiT to be an 
additional release, not specified in the agreemeil’t, 4hfficient to 
cover the liabilities out of the Open General LicencO XI (O.G.L. 
XT) before its cancellation; and (4) India had the right to draw 
on Central Reserves to the extent of about £140 to £150 million, 
formerly she could not draw more than £15 million. 

It cannot be denied that the 1949 Agreement was consider¬ 
ably more liberal than the previous year’s agreement. But con* 
sidermg India’s balance of payments position, the amount of 
sterling, especially the convertible portion of it, was inadequate. 
India had been meeting trade deficit by heavy withdrawals from 
the I.M.F. But she could not go on doing this indefinitely. 

Another settlement in thijs connection was made in Decem¬ 
ber 1950. It provided for a release up to £35 million from our 
sterling balances in each of the six years beginning with July 
1951. 

At first India drew heavily upon its sterling balances, but 
the speed with which sterling balances were utilised slowed down 
later. The sterling assets have now become relatively stable. 
The Second Five-Year Plan provided their withdrawal to the 
extent of Rs. 150 crores to help in the extensive imports of capi¬ 
tal goods and skilled personnel required for the execution of 
the Plan. In desperate attempt to execute the Second Plan as 
fully as possible, it was decided in November 1957 to draw more 
heavily on the sterling balances. 

We started the Second Five-Year Plan with our sterling re¬ 
serves amounting to Rs. 746 crores and they were drawn down 
so rapidly that the Third Plan started with only Bs. 136 crores 
of sterling balances. The sterling balances dwindled to Rs. 98 
crores at the end of July 1961. In !March 1962, they amounted 
to Bs. 112.41 crores. 

iBteiniational Monstazy Fund 

In 1943, international monetary plans were prepared by the 
United Kingdom, the United States and Canada. Out of .the 
fusion of these plans and disousslons at the Brettonwoods Con** 
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ference in the summer of 1944, an international monetary sohem? 
emerged. This resulted in 1945 in the establishment of the twin 
institutions, viz., International Monetary Fund and an Inter¬ 
national Bank. 

The broad aims of the International Monetary Fund are:* 

(i) Promotion of international monetary co-operation; (ii) promo¬ 
tion of exchange stability and avoidance of currency deprecia¬ 
tion; (ili) establishment of multilateral system of payments, i,e,, 
removal of various exchange discriminations; (iv) expansion of 
the international trade thr^ij,gh stable and multilaterally conver¬ 
tible exchanges; and (v) io help member-countries during the 
perio^ it!f,.AheiiJ;mnp(M^r 3 D^ difficulties in respect of their balance 
of p|feair. 

Th§' features of the International Monetary Fund are 
given beloiln: 

(i) Out* of subscriptions of member-countries a Monetary 
Fund araouhting to 8.7 billion dollars was created. 

(ii) A member-country must pay its subscription according 
to the quota allotted to it. Twenty-five per cent of the quota or 
10 per cent of ds holdings of gold, whiehewer is smaller, must 
be paid in the form of gold, the balance being paid in the form 
of local currency. 

(iii) The resources of the I.M.F. are kept in the form of gold 
or local currencies. The latter are kept in the central banks of 
member-countries. 

(iv) The purpose of the Fund is to promote exchange stabi¬ 
lity, to avoid competitive exchange depreciation and to facilitate 
the expansion of international trade through the multilateral con¬ 
vertibility of national currencies. All exchange restrictions and 
controls, discriminatory currency arrangements and multiple 
currency practices which are not approved by the Fund have to 
be finally eliminated. Some restrictions, however, are allowed 
during the transition period. 

(v) The chief function of the Fund is to purchase and sell 
currencies of member-countries for one another. The condition* 
however, is that the Fund’s holdings of any member-country’s 
currency should not exceed 200 per cent of its quota, 

(vi) A member-country can get accommodation from the 
Fund to the extent of 75 per cent as its quota plus an addition of 
25 per cent each year subject to maximum of 200 per cent of 
their quota. These conditions may be relaxed at the discretion 
of the Fund. Thus a debtor country will be saved from gold ex¬ 
ports and consequent deflation (as happened under gold standard) 
through the help of the Fund. 

(vii) Creditor countries whose export surplus exceeds 75 per 
cent of their quota will have their currencies declared sqiypce. 
Such currencies will be rationed among countries needing 

LM.F., however, can increase the supply of scarce currencies 
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by borrowing or purchase of gold. If even then the supply of 
these currencies is not enough, the debtor countries must restrict 
their imports from creditor countries. 

(viii) Member-countries are required to fix parities of their 
currencies with gold. An all-round uniform change in these 
parities can be brought about by the consent of the member- 
countries contributing individually more than 10 per cent of the 
aggregate quota. 

(ix) Apart from this, the member-countries can alter the ex¬ 
change value of their currencies by 10 per cent. Another 10 per 
cent change can be brought about by the consent of the Fund. 
Changes beyond this can be brought about with the consent of 
the Fund only, to correct a fundamental disequilibrium. 

(x) To prevent member-countries from taking advantage of 
the h\ind and also building up gold reserves, the Fund may re¬ 
quire a member, who has increased its gold holdings at the end 
of the year, to use one-half of such increase to purchase its own 
currency. 

(xi) The Fund is not to interfere in the internal economy of 
member-countrics to restore equilibrium in their balance of pay¬ 
ments. 

(xii) Members can withdraw from the Fund by a simple 
notice in writing. 

(xiii) The Fund is managed by an Executive Board of twelve 
Directors on wliieh India, China, the U.S.A., Britain and Praiice 
have a permanent seat each. Seven seats are filled by election by 
remaining members. 

The members of the Fund are required to remove restriction.'* 
including restrictions on payments and transfers for current 
international transactions, discriminatory currency arrangements 
and multiple currency practices, and the absence of convertibility 
of foreign held balances. Among the key obstacles which stand 
in the way of removal of these restrictions may be mentioned 
the pressure of inflationary forces, tin? over-valuation of certain 
exchange rates, certain restrictions on imports by creditor coun¬ 
tries, the continued inconvertibility of certain major eurrencie.s, 
and the inadequate flow of private capital. “Through the pro¬ 
cess of continuous contact, review and consultation with its mem¬ 
bers, the Fund hopes to develop a machinery which will raaki 
possible increasingly effective international collaboration in pro¬ 
grammes for eliminating exchange restrictions.” 

According to Ivor Booth,^ the Chairman of tlie Board of 
Executive Directors, there are three main tasks before the 
( 1 ) to help to restore international balance 5 ( 2 ) to help its mem¬ 
bers in establishing the convertibility of their currencies; and 
(3) to minimise the international impact of business fluctuations. 


1, See his artielo on Tasks before I. M. P. in the Annual Number of 
Commerce, December 1963, p. 32. 
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The annual report of the Fund preaented in its annual meet* 
ing held in October 1958 in New Belbi showed that coimderable 
headway had been made towards the achievement of its objec¬ 
tives. To an increasing extent, the world has been moving to¬ 
wards exchange stability with orderly exchange arrangements, 
among the Fund’s members, the avoidance of competitive depre¬ 
ciation, the elimination of exchange restrictions and establish¬ 
ment of a multilateral system of payments. There is no doubt 
that some less developed countries with failing demand fot their 
exports had deemed it necessary to intensify their restrictions. 
But a number of other countries had prog^ressed towards a greater 
measure of freedom from exchange restrictions or avoided re¬ 
imposition of restrictions. 

In the end of December, 1958, many countries of western 
Europe including England announced the free convertibility of 
their currencies. It has been interpreted as an outward and 
visible sign of the come-back of Europe in world affairs. 

In the circumstances of the world today, with world trade 
greatly expanded in volume and value, the Fund’s rosoure *s have 
proved insufficient to enable it fully to perform its functions. In 
the period of 1947— 7)1, the physical volume of world exports had 
increased 90% and prices of good;? moving in international trade 
had increased by 147% in tlie 19-vear period 1.0.97—.i.'i. In the la,^t 
decade the volume of world trade had nearly doubled. On the 
other hand, the Fund quotas had, with minor exceptions, remained 
at the amounts fixed in 1944. 

Accordingly, the Executive Directors recommended a general 
increase of 50% in members’ quotas and higher proportional in¬ 
crease for Canada and the Federal Republic of Germany and 
Japan. This added the equivalent of $.').! billion to tlie Fund’s 
resources including gold payments of $1.3 billion. The Fund’s 
holdings of gold and TT.S. dollars have doubled, increasing from 
$2.3 billion to $4,6 billion. The Indian Parliament passed in 
August 1959 a bill doubling India’s subscription from $400 mil¬ 
lion to $800 million. By 1963 the membership had risen to 102. 
The total of all quotas of the 102 members was $15,549 million 
on 31st December, 1963. 

In its annual meeting held in Seifiember 1961, it was realised 
that the T.M.F. resources of $15,000 million (iK5,356 million) were 
inadequate to meet the changing world payments situation. The 
member-countries agreed to grant to the Fund stand-by credits 
of $5,000—$6,0.00 million. In 1962, 10 major industrial ooun-' 
trjes had agreed to lend the Fund up to $6,000 million ‘crisis 
money’. Th'e object is to combat any temporary balance of" pay¬ 
ments problem of countries exporting capital and the adverse 
effects of stidden and large shifts of money from one country to 
another. The benefit to the developing countries will be that 
continuity of aid will be maintained despite the temporal^ 
balance of »i^yraents difficulties of advanced countries. It is 
expected t^ist jwdtb the introduction of the scheme, the liquidity. 
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of the I.M.F. and the resilience of the monetary system will be 
improved to the benefit of all countries concerned. The report 
for 1962-63 said that the available resources of international 
liquidity were sufficient to keep the world’s economy functioning 
smoothly for the foreseeable future. If enlargement of credit 
facilities was necessary, the Fund would be quite capable of ac¬ 
commodating itself to emerging needs for such enlargement. 

Since 1947 and up to 1961-62, total of roughly $6,300 mil¬ 
lion have been drawn from the Fund and $4,000 million repaid. 
The credits granted by the Fund totalled $2,600 million and 30 
countries received aid from the Fund. In 1962-63 repayments 
totalled about $800 million, new drawings about $580 million and 
stand-by arrangements totalled $1,500 million. Canada and 
Britain were the only industrial countries which received assist¬ 
ance from the Fund, but 21 industrial countries were helped. 

India and the I.M.F. 

India agreed to join the I.M.F. because: 

(a) India was left free to decide about her link with the 
sterling and to settle the ratio of her exchange according to her 
own needs. The h’und does not impose any obligations on India 
to continue the sterling link. In fact, India has fixed her parity 
with gold. The h’uiid provides for a sympathetic consideration 
for changes in exchange rates. 

(b) The Fund agreed to respeet the autonomy of its mem¬ 
bers. India was left free to use her fiscal policy in the interest 
of her own uidustrial development. 

(ej India was given a permanent seat on the management 
of the Fund. 

(d) A country must become a member of the I.M.F. in order 
to be a party to the International Bank for Reconstruction and 
Development. Hence I.M.F. membership was essential if India 
wanted to benefit from the I.B.R.D. 

(e) Since other countries had joined the scheme, India did 
not want to be isolated in the international sphere. 

India has obtained from the Fund substantial financial assist¬ 
ance. Each country can draw, almost as if by right, the foreign 
currency of other members up to a limit which is proportionate 
to its contribution to the Fund in its own local currency and 
gold. India’s contribution was £400 million and she was entitled 
to draw $100 million of foreign currency against the rupee secuJr- 
ities pledged by her to the liSind and an additional $27.5 million 
against her gold contribution. In 1958, India’s contribution was 
raised to $800. In 1957, India availed of $200 million stand-by 
credit. From the inception of the Fund up to December 196^ 
India has purchased Rs. 143 erores from the Fund,Out of which 
Rs. 82 erores were repurchased. The Fund doea noj-nffer long¬ 
term loans for economic development (which i» the Dinction of 
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the World Bank), but short-term advances of foreign currency 
required for meeting temporary balance-of-payments deficits. 

The Pond has made available the services of the specialists 
for advising India on the various projects. A number of Fund . 
Missions have visited this country and have thoroughly surveyed 
the country’s economy and scrutinized its economic and fiscal 
policies as well as its development plans and given their expert 
opinion and valuable advice. 

Recent Foreign Exchange DifSculti^ 

The foreign exchange situation has been causing a great 
anxiety in the country in the )ast few years. The drain on re¬ 
serves had cost India about half its gold and foreign currency 
holdings within about a year and quarter of the launching of 
the Second Plan and Avas going at a rate which would bring ex¬ 
haustion of the remainder within a space of another twelve 
months. 

In order to meet the shortage of foreign exchange resulting 
from the country’s adverse balance of trade and depleted re¬ 
serves, the Government of India arranged to draAv from the 

I.M.P. a total of $72.5 million which was to be utilised if it be 
came necessary to do so. To achieve' a better balance in externai 
payments, non-essential imports AV(‘re cut down. The pro¬ 
grammes of the various ministries were considerably pruned and 
ceilings As^ere prescribed for their foreign exchange outlays. Tim 
Government has also been trying to check foreign exchange com¬ 
mitments by adopting the deferred payment method. But this 
is only a postponement and no remedy. 

The Minister of Commerce laid on the table of the House 
of the People in August 1957, the following list of measures 
taken by the Government to bridge the gap:— 

1. formation of export promotion councils for various in¬ 
dustries ; 

2. removal of disincentives, i.e., drawback of import duties 
and rebate of excise duty; 

3. assistance for the supply of raw materials, e.g., reple¬ 
nishment of iron and steel contents of exported articles; 

4. introduction of quality control measures through ag- 
mark grading of agricultural commodities and under 
the certification marks scheme of the Indian Standards 
Institution, etc.; 

6. popularising of commercial arbitration for settlement 
of trade disputes; 

6. assistance for export movement by rail and ^considera¬ 
tion of problems connected with shipping space fotf ex¬ 
port cargoes; 
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7. introduction of a scheme of export risks insurance 
through the Export Eisk Insurance Corporation; 

8. setting up of the State Trading Corporation; 

9. participating in international exhibitions and mainten¬ 
ance of trade centres and commercial show rooms at 
important centres in the world; 

10. conclusion of trade agreements with foreign countries 
for achieving a more balanced pattern of trade; 

11. setting up an Export Promotion Committee for making 
a comprehensive study of export promotion problems 
to Covernment of the means that should be adopted for 
stimulating exports; 

12. formation of a foreign trade board in the ministry to 
and to make clear cut and concrete recommendations 
co-ordinate the various export promotion activities 
undertaken by the ministry; and 

13. curtailment of imports. 

Dr. V. K. E. V. Kao, the well-knoAvn Indian Economist, sug¬ 
gested the scrapping of the legal provisions for a statutory mini¬ 
mum reserve of foreign ('xchange in the Reserve Bank, giving 
special incentives to private foreign capital in India, raising 
of loans from private investors in the foreign markets by offering 
attractive rates of interest and straightforward loans from friend¬ 
ly foreign governments. 

To meet the immediate foreign exchange crisis, and to enable 
India to honour its commitments, the President of India issued an 
ordinance on October 31, 1957, which amends the Reserve Bank 
of India Act. According to this amendment, the statutory mini¬ 
mum currency reserve for the Indian rupee was drastically slash¬ 
ed down to Rs. 200 crores, including Rs. 115 crores in gold from 
tlie existing minimum of Rs. 400 crores of foreign securitie.s and 
Rs. 115 crores of gold. This would in effeet enable the Reserve 
Bank to reduce the minimum foreign security it must hold to 
Rs. 85 crores and make available for the financing of the Plan an 
additional Rs. 243 crores in the form of sterling securities. 

This, howcA'er, Avas only a palliative. The real resources are 
the productive assets. So long as they do not develop to an ex¬ 
tent that we ean do without some imports and increase our ex¬ 
ports, the difficulty will continue. 

The foreign exchange crisis further deepened in the later half 
of 1958. According to the weekly statements of the Reserve 
Bank, the decline in our sterling reserves since April 1958 was 
in the neighbourhood of Rs. 5 crores per week and earlier in the 
year the rate was only Rs, 2 crores per week. It is the Second 
Plan, heavy imports of food and a liberal import policy which 
have landed us in this difficulty. Food imports constitute an 
uncertain element in our balance of payments. For instance, 
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food imports m 1955-56 wasi only of the value of Ks, 29 crores 
whereas it was equal to Rs. 228 crores in 1951-52. They have 
again gone up since then. They were Rs. 181 crores in 1959-60 
and Es. 177 crores in 1960-61. In addition to the pressure exer¬ 
cised on them by variations in food supply, our external reserves 
have been called upon to sustain a massive development pro¬ 
gramme. 

The impact of the development programme can be seen from 
the fact that import bill which was Rs. 251 crores in 1955-56 
rose to Rs. 1,070 crores in 1960-61 and to Rs. 1,143 crores nearly in 
1963-64, The gap between the country’s receipts and payments 
(i.e., deficit on current account) has been very wide indeed, being 
Rs, 392 crores in 1960-61, Rs. 306 crores in 1961-62 and Rs, 345 
crores in 1902-63. 

The main source of finance for lhi& large deficit was ehiefl 3 ' 
the foreign exchange reserve. The following statement shows 
how they declined. At the end of the years given below they 
wt're •— 

{In LuJebs of Jtupets) 

mo-51 1955-56 1958 59 1959-00 1960 61 

9 , 51,41 8 , 24,61 3 , 78,92 3 , 02,87 3 , 03.61 

The fall in foreign exchange reserves sinee the beginning of 
the Second Plan amounts to Rs. 378 crores. There is no further 
scope for drawing them down. 

It would have re'quired an enormous accumulation of external 
reserves to enable us, on our own, to finance a development pro¬ 
gramme of the magnitude that wo lia\e undertaken. It is obvi¬ 
ously beyond us. Foreign aid is absolutely essential and foreign 
aid has been pouring iu. The pressure on India’s foreign ex¬ 
change reserves was considorabl.y relieved by the assistance re¬ 
ceived from the I.B.R.D and some foreign countries. India need¬ 
ed a huge amount in foreign exchange to complete the core of 
the Second Plan. The foreign exchange requirements of the 
Third Plan have been estimated at Rs, 2,030 crores. During the 
Second Plan, we received external assistance amounting to 
Rs. 927 crores. The draft on foreign exchange reserves amounted 
to Rs. 598 crores. As for the Third Plan, external assistance has 
been put at Rs. 2,600 crores. The T.B.R.D. sponsored several 
meetings of the friendly countries (known as Aid India Club) 
interested in India’s economic development. As a result of 
meetings held in May-Juiie 1962, India has been assured of assist¬ 
ance totalling $2,286 million (Rs, 1,089 crores). Besides provid¬ 
ing immediate support to her balance of payments, it will eovef 
. import order placeR in J961-62 and 1962-63. The TT.S.A. has- 
offered the largest shares amounting to just under 50% of the 
total (i.e,,^1,0,45). The credits offered by other countries are:— 
West Germany ^25 miUion,; fl.K. $250 million, Japan $80 iqIIf- 
lion, Canada $56 million, France $30 million, and I.B.R,D 
gether with International Development Association $400 million. 
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The U.S.S.R. had already authorised earlier two credits amoimting 
to Es. 238 crores for Third Plan projects. A number of other 
friendly countries, viz., Czechoslovakia, Yugoslavia, Poland and 
Switzerland have also extended credits totalling Rs. 67 crores. 

The budget for 1962-63 assured foreign assistance of Rs. 455 
crores. The largest single contribution of Rs. 339.15 crores was 
expected from the United States, Among the other sources from 
which assistance was expected, Rs. 55.13 crores Avas to come from 
Russia, Rs. 13.33 crores from Britain, Rs. 35 24 crores from the 
"World Bank, Rs. 13,70 crores from the International Development 
Association, Rs. 15.93 crores from Japan, Rs. 3,1!) crores from 
West Germany, R.s. 2.33 crorc^, from Yugoslavia, Rs. 2.0 crores 
from Switzerland, Rs. 3.25 crores from Poland and Rs. 175.15 
crores was to be negotiated with other foreign sources. 

Tbe stalcment, prepared by the Planning Commission in 
October 3958. saul that the foreign exchange difficulties were 
attributable to a rise in imports rather than to a fall in exports 
and the large imports were attributable mainly to the attempt to 
curry out the Second Plan. 

But the shortage had been “to some extent aggravated and 
hastejied” by factors sucli as heavy demands of defence, large 
food imports, increased requirements of raw materials and com- 
jxments for maintaining higher levels of industrial output, “rather 
liigher imports of consumer goods in 3955-56 and 1956-57” and 
increase in prices and freight rates. 

Since January 1957, the sy.stem of foreign exchange budger¬ 
ing which was previously in vogue had been revived and there 
was now a strict rationing of foreign exchange. “Other steps 
have also been taken to improve the flow of data regarding our 
foreign exchange position. Consequently we are now in a posi¬ 
tion to detect and correct in good time any adverse turn in the 
balance of payments situation,” the statement added. 

The statement said that the increase in imports and the 
heavy outstanding commitments of foreign exchange had been 
the result mainly of the attempt to carry out the plan. But the 
shortage had been to .some extent aggravated and hastened by 
several factors. 

The Government has been able to tackle the situation by 
securing substantial amounts of foreign aid and by adopting 
other suitable fiscal measures. The foreign exchange reserves 
Iteld by the Reserve Bank maintained a measure of stability dur-. 
ing 1959-60. There was some improvement in export earning 
and some reduction in imports. But the -major factor in the 
stability of our foreign exchange petition has been the larger* 
availability of external assistance. The National .Council of Ap¬ 
plied Economic Research has coyie to the conclusion that India 
will continue to face acute forejign.* exchange shortage in the next 
10 years. It is suggested thkt more attention should be paid 
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in the coming years to provide for larger maintenance imports on 
which depends a faster growth of the economy. 

Unaccounted or *Black’ Money 

Since a raid on certain lockers, the problem of ‘black’ or un¬ 
accounted money has been looming large before the public. It 
has also been engaging the attention of the Government for some 
time. It is time to analyse carefully the various issues involved 
and study some of the measures to tackle the menace of ‘black’ 
money. 

What is Unaccounted or ‘Black’ Money? 

It is necessary at the outset to understand clearly the nature 
of unaccounted money or give a precise definition thereof. Pro¬ 
ceeding negatively, we might say at once that what has beeji 
called unaccounted money is not unaccounted from the point 
of view of the He.serve Bank. Every single currency note in the 
hands of the public, ‘black’ or ‘white’ can be accounted for by 
the Issue Department of the lleserve Bank. It has a place in 
the balance sheet of the Reserve Bank. It is a part of the money 
supply of the country. There it is well accounted for. It is 
unaccounted only with respect to the tax authorities. When a 
certain income is concealed from the tax authorities, it becomes 
‘black’ money. The holder of such money is afraid of spending 
it in an open legitimate manner where the transaction can be 
correctly recorded as to the amount paid. Such money is re¬ 
served for shady transactions, for giving bribes, for entertain¬ 
ments, for construction purposes or for other forms of conspicu¬ 
ous consumption of which there can be no record. It is simply 
passed on in the form of ca.sh jiayment. Such money will not 
find a place in a bank account which can be operated upon by 
means of cheques. ‘Black’ money is thus concealed income on 
which tax has been evaded or it is money kept bidden for jmr- 
poses of illicit gratification or illegitimate payments. 

It should also be remembered that the labels ‘white’ or 
‘black’ attached to money are not permanent labels. ‘Black’ money 
may be turned into ‘white’, and vice versa. It is not to be supposed 
that ‘black’ money must continue for ever to be damned as ‘black’ 
money and must therefore be always spent on secretive and dis¬ 
honest transactions. If such money is spent on bona fide and legi¬ 
timate transactions, it is turned into ‘white’. For example, a person 
may build a house and pay wages to labour and buy materials in 
cash. He may spend on his daughter’s marriage. It will remain 
‘black’ only if one buys prohibited goods say smuggled articles or 
foreign exchange. If a person pays for a commodity more than is 
permitted by the law, say Ra. 18,000 for a Fiat Car instead of 
Rs. 12,000, then the excess payment is ‘black’ and the legitimate 
price is ‘white’. When a i)era 0 n gets money to which he, has no 
legal or legitimaj;e right or which he conceals to evade tax: paf^ 
ment, it becomes ‘black’ money. It is unaccounted for tax {)ay- 
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ment. This in short is the meaning of unaccounted or ^black* 
money. The amount of this money has been variously estimated. 
A moderate estimate puts it at Rs. 500 crores. 

Sources of 'Black’ Money 

Let us see the different ways in which ‘black’ money accrues 
into the hands of certain people. The simplest and most obvious 
source is illegitimate gratification or bribe. If an engineer gets 
a bribe of Rs. 5,000 from a contractor or if an officer receives 
Rs. 5,000 from a person for issuing a permit or sanctioning a 
quota for a commodity, say, steel, which has a liigh black mar¬ 
ket price, it will become black money. The engineer or the 
officer cannot put this sum in his bank account and show as his 
income for the fear that he may not be able to explain this item 
to the satisfaction of the income tax authorities. 

It is a matter of common knowledge that individual busi¬ 
nessmen or partnerships keep what is commonly known as ‘Ac¬ 
count No. 2’. Concealed income is put in this account which is 
kept secret. These funds are kept in the personal custody of 
the proprietors or partners, and are sometimes utilised again in 
business by being introduced in fictitious names as ‘cash credits’. 
A part of these funds is spent in lavish personal expenditure, 
speculation, purchase of foreign exchange, gold and jewellery, 
etc. 

The corporate sector is as great an offender as an unorganis¬ 
ed sector even though it has to work under various statutory 
restrictions and regulations. Owing to the imposition of statu¬ 
tory controls and heavy increase in taxation, many company 
managements show a deplorable lack of business morality and 
indulge in transactions of questionable nature or of doubtful 
validity to make unauthorised income tor themselves. The 
operations are conducted through a secret account. These trans¬ 
actions are, by mutual consent, kept away from the regular ac¬ 
count books. The result is that the profits made on these secret 
transactions are kept away both from the shareholders as well 
as the tax authorities. Mutual confidence among the parties 
helps in the continuance of such transactions. 

Among the devices generally adopted is the suppression of 
production to be sold perhaps in the black market. The pur¬ 
chase of certain quantities of raw materials, stores, fuel or labour 
charges are not brought into the books. This is helped by the 
respective sellers agreeing not to record them in their own books. 
The purchasers of secret production do not record these pur¬ 
chases in their books. There is thus a large and all-pervading 
effort or a grand conspiracy to defraud the government of their 
revenues. There is also an over-invoicing of purchases and under¬ 
invoicing of sales. Another way of getting ‘black’ money by the 
management is through illieit epmmissiou on purchases of machi¬ 
nery or materials or on sales on behalf of the company. 
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Still another source is the transfer of land or immovable 
property. At the time of registration less price is shown than 
what is actually paid simply to avoid paying the tax on full. 
This helps the purchaser to unload his hidden or ‘black’ money 
and the sellers to save the tax. The purchasing company some¬ 
times inflates certain expenditure on purchasers to help the sup¬ 
plying company to make fictitious entries in its books, and thus 
reduee the resultant gain. There is thus a large network of 
secret transactions making it impossible tor ordinary audit to 
detect the ramifications and perhaps the auditors too may be in 
hand and glove with such unscrupulous company managements for 
they do, not want to lose their customers. Transactions in the 
black market are a most potent source of black money. 

The Root Cause 

The root cause of the exi.stence of ‘black’ money is the exist¬ 
ence of shortages, the imposition of controls resulting in bottle¬ 
necks in administration and the unbearably high levels of taxa¬ 
tion. After all, why does a man conceal his income? The 
motive is to evade taxes or to acquire funds to be able to pay 
black market prices or to keep money ready to grease the palm 
of a dishonest and obliging official. The vast increase in spend¬ 
ing in the public and private sectors in recent yeans and step¬ 
ping up of taxation combined with marginal shortage of commo¬ 
dities and urban housing have induced businessmen to keep some 
of their profits outside their books. 

Consequences 

This ‘black’ money is a great menace and can have serious 
consequences—economic, social and political. We may mention 
chief of them here. 

(i) The greatest harm that results from the existence of 
black money in the hands of the people is corruption. This 
money floats about poisoning the springs of moral values in 
society. If early and cffectiv(‘ steps are not taken in time, cor¬ 
ruption, already wideb” prevailing in India, may take deeper 
roofs and the whole society may sink beneath the weight of cor¬ 
ruption All moral values may disappear and the people may in 
general become sordid running after money and may become 
bereft of higher values in life. If that happens it will be dis¬ 
astrous and we shall all become a disgrace to humanity. 

(ii) The economic fabric built by means of economic control 
in the interest of sound and healthy development may be shatter¬ 
ed to pieces. In a developing society, controls on consumption, 
production and capital issues are absolutely essential. In the 
absence of those controls, w-e shall not achieve the targets or 
objectives of. development. ‘Black’ money will defeat all poli¬ 
cies designed to further economic development in certam diit^- 
tions. There will be anarchy and chaos instead of orderly derPi- 
lopir«‘#Jt. ^lack’ money will distort economic structure and, nulli- 
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fy in effect all efforts at development. ‘Black’ money must 
therefore be muzzled, if economic controls are not to be reduced 
to a dead letter and economic plans turned into paper plans, 

(iii) There is a great loss of revenue to the State, ‘Black’ 
money is the tangible expression of tax evasion. All money that 
goes into hiding represents amounts on which no tax payment 
has been paid. If the estimate of Rs. 500 crores is anywhere 
near truth, the loss to the State exchequer is enormous. The 
black money is utilised in further black transactions so that a 
super-structure of business is everywhere beyond the long ami 
of the tax gatherer. It is swindling on a Jarge scale within the 
loiowh'dge of everybody. ‘Black’ money is thus a groat danger 
economically and socially. Wo are caught in a vicious circle. 
Tax exasion necessitates higher taxation which in turn tempts 
greatt'i- evasion. Honest taxpayers are penalised and the un¬ 
scrupulous ones go on merrily in their nefarious pursuits. 

(iv) ‘Black’ Money and Inflation. ‘Black’ money is said to be 
the cause of inflation. How far is this statement trut? This 
statement does not stand the scrutiny of modern economic an¬ 
alysis. There is no doubt that we in India have at present a 
co-existence of ‘black’ money and inflation. But to say that ‘black’ 
money is responsible for inflation is not quite correct. ‘Black’ 
money accrues in the hands of categories of persons who are 
very ricli and who do not increase their expenditure on com¬ 
modities consumed by the ordinary jieople. ‘Black’ money is 
spent on conspicuous consumption. Hence ‘black’ money can¬ 
not be the eausi* of rise in prices of food-grains, sugar, kerosene 
oil, vaiiasjiati, etc. It pushes up the prices of land, houses, auto¬ 
mobiles and other durable and costly commodities. Moreover, it 
is money as such and not ‘black’ or ‘white’, increase of Which 
must cause inflation. Besides ‘black’ money has to be spent by 
its holder very carefully and secretly and it cannot come out 
into the open. It has a smaller circulation and lower velocity. 
Thus from th(‘ point of view of the price level, it Is ‘white’ money 
which is potentially more dangerous. The fact is that it is all 
money, ‘black’ and ‘white’, which is causing inflation. In India 
first during the last war and later on account of development 
plans the tempo of spending has gone up to great heights and 
ther<‘ has been a tremendous increase in money supply. It is 
this increase in money supply, wlielher ‘black’ or ‘white’, which 
is responsible for inflation. 

Bemedial Meajsures 

That ‘black’ money is a great menace and effective steps must 
be taken to meet it, is admitted, on all hands. If the causes hare 
been correctly diagnosed, the cure cannot be different. The 
measures that can 1^ taken in correction fall into two categories: * 

(a) Measures to unearth ‘black’ money; and 

(b) Measures to- prevent ‘white’ money turning flblAeli^ ntoney 
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or accumulation of ‘black’ money in the future. Let us take these 
two types of measures separately. 

Measures for Unearthing ‘Black* Money 

This set of measures will include (i) Voluntary disclosures 
and (ii) Surprise raids. 

(i) Voluntary Discloeures. It sliould be made compulsory 
on the part of all individuals possessing more than a certain 
amount, say, Rs, 5,000, in cash to file a declaration as to the 
amount they hold. But all such amounts cannot be accepted as 
‘white’ money. What is essential is that justice must be done to 
the honest taxpayer and there should be no premium on tax 
evasion. Hence it will be nei'essary to levy some tax on the dis¬ 
closed amounts but the tax should be light enough to tempt ‘black’ 
money to come into the open through voluntary disclosures. It 
is suggested that an immediate flat rate of 20% may be chai’god 
on such sums provided the balance is employed produetiv»)y in 
trade or industry or invested in Government Securities carrying 
low rate of interest so that Government is compensated for loss 
of revenue. A period of three to six months should be given 
for such disclosures. A person who fails to disclose should 
ijicur severe penalty amounting even to confiscation. 

(ii) Surprise Raids. After the period of disclosure is over, 
it will be necessary to organise surprise raids. The Government 
collected sizeable amounts in the raids conducted already. Theri' 
is no doubt such raids mean lot of harassment. But there Ncems 
to be no way out. Surprise raids are a necessary complement 
to the disclosure scheme. The raids will be amply rewarded. 
Having defrauded the Government of the revenues for such a 
long time, it should not now lie in the mouth of unscrupulous 
money hoarders to complain of harassment. 

Preventive Measures 

As for the other type of measures designed to prevent the 
accumulation of ‘black’ money in future, we might mention the 
following: 

(i) Removing the shortages in the economy to eliminate 
black markets. If shortages are abolished, (‘ontrols and permits 
become redundant. 

(ii) Eliminating controls and administrative delays so as 
to minimise opportunities and necessity of corruption. Controls 
which cannot be enforced serve no useful purpose. They only 
enable sellers to book their sales at controlled prices and realise 
‘black’ money in the open market; 

(iii) To tighten the laws agaiiust tax evasion by increasing 
penalties or making the culprits liable to imprisonment; 

(iv) To tighten laws against speculation and violation of for¬ 
eign exchange regulations; ahd 
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(v) To lighten the tax burden so as to take away the tempta¬ 
tion for tax evasion. The following recommendations of Prof. 
Nicholas Kaldor may be given effect to, e.g., (a) The maximum 
rate of personaf taxation on income should not exceed 45%; (b) 
the maximum rate of annual wealth tax should be 1.5% on the 
excess of net wealth over Es. 15 lakhs; (e) A single uniform tax 
of 45% should replace all taxes on company profits; and (d) a 
tax of 45% should be deducted from all dividends. 

Moreover, in the interest of healthy growth of the economy, 
there should be a ceiling laid on all direct taxes payable annually 
by an individual so that the total quantum of the taxes should 
not exceed a certain percentage of the total animal income of the 
individual leaving him sufficient incentive to increase his income. 

A system of investment allowances may be introduced on a 
S(‘]eetive basis. Any part of the income invested in selected in¬ 
dustries should be exempted from income lax and wealth tax. 

Thus if taxation is made rational and more realistic, the 
temptation to conceal income and evado taxes may be minimised. 

Is Demonetisation a Suitable Remedy? 

It ha,s been suggested that high denomination notes should 
be demonetised so that the holders of ‘black’ money are compelled 
to disgorge and new notes may be issued. But this is no remedy. 
If the causes of ‘black’ money continue to operate and the sources 
are not dried up, ‘black’ money will come again into existence 
and he accumulated. We have said that no money is permanent¬ 
ly ‘black’ or permanently ‘white’; one type changes into the other 
as favourable opportunity offers. Since the stream of ‘black’ 
money is constantly fed by the stream of ‘white’ money, the 
proper solution of the problem is to control ’white’ money flows 
and also eliminate funetionless restrictions and S(‘rious imbalan¬ 
ces. Demonetisation can only prevent holding of concealed in¬ 
come ill the form of currency as distinct from other forms of 
wealth. 

Series of measures announced by the Government in Novem¬ 
ber 1964 arc designed to tighten the squeeze on tax-evaders and 
holders of ‘black’ money. The tax-evaders are going to be 

penalised and voluntary disclosures may earn remissions from 
penalty. The reward for furnishing information about conceal¬ 
ed income has been raised to four times the existing rate 

of 2.5% of the extra tax realised. Adequate intelligence and in¬ 

vestigation must be set up if these measures are to prove fruitful. 
There is need for effective coordinated intelligence organisation 
for the Income Tax and Sales Tax departments. A closer check 
should be exercised on the production and sole of manufactured 
goods. Surprise checks should be conducted by Governmental 
auditors on inventories and stocks. A special audit machinery 
may be created. Too much reliance should not tie put on volun¬ 
tary disclosures. To launch prosecutions in preference to 
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penalty will be more eflfective. Seizures effected under Act 
against smuggling or Gold Control Order and Foreign Exchange 
Begulations will go a long way in eliminating unaccounted 
money. Benami transactions in shares and debentures should be 
detected and penalised. Currency of blank transfers should be 
prohibited. Since the principal aim of concealing income is the 
evasion of taxes, rigorous collection of taxes is of prime import¬ 
ance, If somehow tax evasion could be fought successfully, the 
problem will be solved. 

In order to unearth ‘black’ money, the Lok Sabha passed on 
March 3^ 1965, the Income-Tax (Amendment Bill) to enlarge the 
Government’s powers of search and seizure to unearth unaccount¬ 
ed assets. Earlier, the Finance Minister had announced conces¬ 
sions for voluntary disclosure of concealed assets. If a volun¬ 
tary disclosure is made the person doing it will not entail any 
penalty under the Income Tax Law. There ar(‘ provisions in the 
budget for 1965-66 relating to the new scheme for voluntary dis- 
<'losure of and payment of tax on an ad hoc basis on unaccounted 
income. The scheme applies to the disclosure of income which a 
person has failed to disclose in any return of income tiled by him 
before 1st March, 1965, or which lias escaped assessment in any 
assessment mad(‘ before the aforesaid date. 

The scheme will operate during the period from 1st March 
to 3lst May, 1965. The rate* of the tax payable on the undis¬ 
closed income declared under the scheme is 60 per cent of such 
income. However, wliere in respect of such income declared in 
March 1965, the declarant pays tax thereon in the said month 
at the rate of 57 per cent, no further tax will be payable by him 
in respect of that income. The declarant will be immune from 
any assessment or reassessment of the income declared by him. 

In short the real solution of the problem lies in checking in¬ 
flation through increased production and a more rigorous enforce¬ 
ment of the regulations in the field of taxation, prices, foreign 
exchange, and investment. This will ensure that ‘black’ money . 
does not play havoc with the economy. There is one important 
condition that olBeiala and non-officials should observe certain 
standards of morality. In the atmosphere of universal dishonesty 
and all-pervading corruption, nothing will succeed and we must 
be prepared for frustration and demoralisation all around. 
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Banking System 


A study of the problems of Indian banking is highly im¬ 
portant. Banking institution^ mobilise savings and use them for 
productive purpose's. Proper banking facilities are sine qua non 
of progress in trade, industry and agriculture. The usual re¬ 
quirements of finance for industry or agriculture can be divided 
into: (i) short term, (ii) medium term, and (iii) long term, A 
sound banking structure should be able to meet all the three 
kinds of financial requirements. However, as things today are, 
facilities for long-term loans arc still inadequate, jiartieularly in 
respect of agriculture. Similarly there are gaps in the mobilisa¬ 
tion of savings and provisions of banking facilities. 

The banking facilities in the country are utterly inadequate. 
For a population of over 40 crores, the total number of office's of 
both scheduled and non-seheduled Ijanks at the end of 1963 stood 
at 5,032 and 510 respectively. The following table gives a com¬ 
parative idea of the banking conditions in some important coun¬ 
tries of the world-— 


Banking Offices, Area and Population—Comparative 
Figures for 1949.^ 


Country 

* 

Arm in 
sqwtre 
miles 

{thousands) 

Population 
m millions 

JVo of 
banking 
offices 

• 

No. of 

offices per 

milium of 

popilaUon 

• 

• 

Aoerage 
area served 
by a bank^ ‘ 
^ office 
in sq. miles 

U.K. ... 

89 

60 

11,461 

229 

8 

tT.8.A, ... 

3,674 

147 

18,976 

129 

194 

Canada... 

3,690 

13 

« 3,323 

256 

1,110 

Australia 

2,975 

8 

. 3,690 

460 * 

827 

India ... 

1,269 

439 

.§,000 

11 * 

250 


1. Source for all other countries Batihinff CommiiiM 

1950’ and tor India *Trmd a»d Frogretf’of Banking in lnd*a\ 
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Ckmstitiieiita of the Indiaa Money Market 

The banking system in thk couilt]^ consists of diverse types 
of institutions. We have large organised banks, small banks as 
well as indigenous bankers, and petty mabajans. The Indian 
money market, unlike the British money market, is a loose struc¬ 
ture. Thus the Indian banking system is composed of the fol¬ 
lowing : 


(a) Indigcuous bankers. 

(b) Co-operative banks. 

(o) Post-Ofliee savings banks. 

(d) Joint-stocks, including the 
State Bank of India (previous- 
' ly imperial Bankl. 


(e) Foreign exchange banks. 

(/) The vaiious ^ance corpora¬ 
tions and the various invest¬ 
ment corporations. 

(p) The Eeaerve Bank of India. 


Wo have already discussed the co-operative banks.^ We 
shall now discuss the other important members of the Indian 
money market. 


Indigenous Banking 

The survivors of the old indigenous banking system are car¬ 
rying on their age-old operations in different parts of the country 
under the different names. In Madras they are called Chetties; 
in Punjab and U.P. Sahukars and Mahajans; in Borab.ay Shroffs 
and Marwaris, and in Bengal Seths and Baniyas. The indigen¬ 
ous bankers are to be distinguished from the money-lenders thus: 
(a) While the indigenous bankers receive deposits and deal in 
hnndis, the money-lenders do not do so; (b) the indigenous bank¬ 
ers finance trade and industry, while the money-lenders mainly 
advance loans for domestic purposes; (e) the indigenous bankers 
take particular care about the purpose for which they lend, 
while the money-lenders are merely concerned with the interest 
that they get; and (d) in the case of indigenous bankers, the 
payment is more punctual and the rate of interest is lower. 

There is a concentration of banking ofBees in big towns. 
Many towns and all the 5,58,089 villages are without any banking 
facilities. They have to depend either upon the co-operative 
society or the money-lender for the supply of their i^aneial 
needs. “Despite the keen competition of co-operative societies 
and despite the heavy losses and difficulties of the last depres¬ 
sion, the money-lender and the indigenous banker* still continue 
to be the backbone of India’s rural finance.”* The number of 
money-lenders and indigenous bankers in India in 1931 came to 
no less than 3,29,000. We shall first examine the state of rural 
credit and the position of the village money-lender. 

The Village Money-lender 

« 

The main business of the village money-lender is to lend 

1. Ch. XIII on Co-operation. 

2. Dr. L. C. Jain distinguishes between a money-lender and an Ssdigo- 
aous banker. The former only makes loans, while the latter receives depcsllhi 
and deals in Euvdi$ in addition —Monetary Proilem* of India, p. 55. 

3. HnraniaA —Modern BonMng in India. 
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money to the needy. Very rarely has he any funds but his own 
to lend, as he receives no deposits. He lends either on the secur¬ 
ity of ornaments or promise of payment at the next harvest. 
His primary business U to make consumption loans. Occasion¬ 
ally he keeps a grocery shop in the village and buys his debtors’ 
crop which he disposes of. The rate of interest varies with the 
borrower’s reliability. It is higher in the case of unsecured loans. 
In times of famine and scarcity, at the birth of a son, or at the 
marriage of a daughter, he is the sole support of the zamindar. 
In fact, he is truly the custodian of the peasant’s honour,’* In 
spite of penalising legislation, the hold of the money-lender is 
still quite firm. When account is taken of the huge rural re¬ 
quirements, vast agricultural debt and the uneven development 
of co-operative credit societies we find that the total working 
capital of all co-operative societies, and banks put together is 
very little and much of the field is still with the money-lender.* 

The peasant is either too poor or too improvident to have 
any reserve for use in emergency. Thus the need for an agency 
to supply capital to the needy is urgent. The money-1 emiers, 
therefore, cannot be wholly eliminated, but their questionable 
practices should be strictly controlled. They should be made to 
keep their accounts in a prescribed manner, Mea.sures should be 
adopted so that they can receive accommodation from commer¬ 
cial banks and, in case of need, from the Reserve Bank. The Re¬ 
serve Bank has special responsibilities for the improvement of 
agricultural credit. 

Rural banking has assumed special importance in recent 
years from another angle. Due to the heavy rise in prices of 
foodgrains and primary commodities, “it is likely that a larger 
measure of the national income has accrued to the rural sector.” 
The bigger landlords are certainly saving more than before.* 
Very probably the village bania and the trader also have larger 
savings. These are lying in hoards and cannot be usefully em¬ 
ployed for lack of banking facilities. 

• To discover ways to tackle this two-faced problem, namely, 
■provision of credit for agriculture and utilization of savings 
lying in unproductive hoards, the Government appointed a Rural 
Banking Enquiry Committee which reported in 1950, The Com- 
'raittee recommended the-provision of better remittance and other 
facilities to commercial as well as eo-operative banks. It also 
recommended branch expansion by commercial banks generally 
and the Imperial Bank (now the State Bank) of India in parti¬ 
cular to places which had no hanking facilities. 

In 1951, therefore, the Reserve Bank appomted a Committee 
of Direction to conduct an All-India Rural Credit Survey and 

1. Beserve Bank of India: Beview of ihe Co-operative Movement m 
InAUtf 1948-50, 

2. Panjabi proverb *‘Shah hina pat noktn, guru 6i»« gat nahin". 

3. Menon, M. 8.: ** Rural Indebtedneae in Recent Yeara" in the Agn- 
mltural Situation in India, 
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suggest ways for the imjprovement of rural credit and banking 
development. The Committee reported in 1954, We have al¬ 
ready, in earlier chapters,^ considered in detail the recommenda¬ 
tion} of this Committee and how far they have been implemented. 
This is the position as regards rural credit. 

The IndigenonB Banker 

In the towns we find the indigenous bankers operating in the 
money market. They play a very important role. 

The indigenous bankers receive deposits and pay a higher 
rate of .interest on them than the banks. They engage in trade, 
distribute goods and move crops to the ports. They buy Hundia 
drawn by businessmen, charging a higher rate than the banks 
and keeping the difference as their profit. They also finance the 
traders and act as a link between the bazaar and the bank by 
discounting Himdis and getting them rediscounted by banks 
when they are in need of funds. They lend money against bul¬ 
lion or jewellery, goods, or on personal confidence. They accom¬ 
modate those who fight shy of banks, but at higher rates. They 
play a very important role. As Sir George Schuster remarked, 
“It is impossible to over-estimate the part that indigenous bankers 
play in the whole of the banking and credit machinery of India. 
It would be no exaggeration to say that his part of the organiza¬ 
tion represents 90 per cent or more than 90 per cent of the 
whole.” 

Indigenous bankers generally rely on their own resources or 
borrow from one another to carry on their business. In times of 
emergency, however, they borrow from the eommereial banks or 
the State IBank by rcdiscoynting Himdis. But on account of the 
very rigid conditions on which the banks are prepared to lend, 
the modern and the indigenous parts of the Indian money mar¬ 
ket remain separated from each other so that bazaar himdai rate 
(the rate at which the indigenous bankers discount Himdi) is 
quite different from the bank rate and the market rates of dis¬ 
count. 

Defects 

Indigenous banking suffers from certain defects. The main 
defects are: (i) They follow old and out-of-date methods of keep¬ 
ing accounts and doing business, (ii) The deposit side of their 
business is practically nil. They rely on their own funds. The 
result is that the savings of the people remain scattered and idle 
instead of being mobilised and employed usefully. The owned 
funds of the indigenous bankers are insufficient to meet the needs 
of trade and industry, (iii) Hitudiz play a comparatively small 
part in their total transactions which are largely financed by 
cash, (iv) There is no proper organisation among them which' 
might help in improving their business, (v) They are virtually 

T T ———-— --- • 

I., Ch. XII on Agricultural Finance and Indebteduess and CSu XlII OB 
Co'opoVation. 
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unconnected with the modern part of the country's money market. 
Consequently effective credit control by the Reserve Bank is im¬ 
possible. 

But the importance of the indigenous bankers in the banking 
and credit system of the country can hardly be exaggerated. The 
joint stock banks finance only a small portion of the requirements 
of trade and follow a rigid procedure in advancing loans. The in¬ 
digenous bankers, on the other hand, cater for the financial 
needs of muc-h larger clientele, viz., tlie innumerable small traders 
and industrialists, who cannot ful^ the conditions laid down by 
the banks. Their importance also lies in the vast experience and 
intimate personal knowledge possessed by them about their custo¬ 
mers. These are very invaluable in developing the credit system 
and a bill market in the country. If the indigenous system could 
be improved, it is bound to play even much greater and more 
useful part in the economic progress of the country than it has 
been doing so far. 

Suggestions for Improvement 

Here are a few suggestions to improve indigenous banking: 
(i) They should modernise their methods. For instance, they 
should keep accounts in a proper manner and get them audited, 
should use bills and cheques, should be prompt in receipt and 
payments of money; (ii) they should separate their banking busi¬ 
ness from their trading business; (iii) they should be encouraged 
to accept deposits; (iv) they should be brought into the same 
relationship with the Reserve Bank as the scheduled banks stand 
to it, i.e., they should be given facilities of rediscount, loans and 
advances and of free remittance, etc.; (v) even when given such 
facilities by the Reserve Bank, they should not be required, at 
least for some time, to keep a certain percentage of their total 
liabilities with the Reserve Bank. This exemption is necessary in 
View of their insufficient resources; (vi) those bankers, who can¬ 
not stop th(dr non-banking business, and therefore, cannot be put 
on the approved list of the Reserve Bank, should be given faci¬ 
lities of advances and discounting by the State Bank and other 
joiut-stoek banks; (vii) they should be encouraged to undertake 
and develop bill broking busine.s8, this will develop bill market 
and enlarge their business; (viii) they should be encouraged to 
'form Ihemselves into joint-stock to carry on their functions on a 
large scale; and/or (ix) co-operative banks of indigenous bankers 
should be formed. These would discount the htUidis of their 
members and approaeh the Reserve Bank for rp-discounting the 
same. 

The Indigenous Banker and the Reserve Bank 

In view of the great importance of the indigenous bankers, 
it is essential, therefore, that these bankers should be so adjusted 
into the money market as to supply^ banking facilities at reason¬ 
able rates. 
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Sir J, B. Taylor, sometime Governor of the Reserve Bank, 
drew up a scheme to link up directly the indigenous bankers with 
the Reserve Bank. The conditions were circulated to the bankers 
for opinion, but they were considered to be too stiff. According¬ 
ly they were toned down into the following:— 

(a) Indigenous bankers who were prepared to increase capi¬ 
tal to Rs. 5 lakhs within five years, were to be put on the register 
of the Reserve Bank. 

(b) They were to shed off all their non-banking activities. 

(c) They must maintain proper accounts and have them 
audited. 

(d) They must publish balance sheets and submit periodical 
fitatements to the Reserve Bank. 

(e) In return, they were to have the privilege of: (i) having 
their papers directly rediscounted with the Reserve Bank, (ii) 
the right to obtain advances against Government paper, and (iii) 
remittance faciiitiefi similar to those open to the scheduled banks. 
Indigenous bankers, otherwise not eligible under the above 
scheme, might join together to form Discount Companies within 
a limited area. 

The replies received from the indigenous bankers were not 
favourable. The indigenous bankers felt that the privilege of 
re-discounting of papers with the Reserve Bank was not valuable 
enough for them to give up their hereditary non-banking busi¬ 
ness in gold and silver. 

As a consequence of the rejection of the Bank’s proposals, 
no further progress in this direction was made. It is, however, 
essential that the bankers should fall in line, ultimately shake off 
their non-banking activities and take to formal prescribed bank¬ 
ing methods in the interest of the advance of banking in India. 
Some indigenous bankers have been able to get facilities from 
the Reserve Bank. At the end of March 1957, there were only 
16 indigenous bankers who had taken advantage of the Reserve 
Bank’s offer and had been given remittance facilities like the 89 
scheduled and 52 non-scheduled banks eligible for these con- 
sessional rates. 

In April 1961, the Reserve Bank re-affirmed its policy with 
regard to the linking of indigenous bankers with the organised 
banking system on the conditions: (a) that the indigenous bank¬ 
ers must segregate their non-banking, business from the banking 
business, (b) they should have their accounts audited, and (cV 
they must submit to Reserve Bank supervision and control. The' 
Bombay F>liT>offs’ Association has been asked to submit concrete 
proposals in this connection, 

Joint-Stot^ Bankmg - < 

. The AgflUcy House of Calcutta and Bombay took the modit^m 
bankhig century. Their banking operatioms Were, 

hiftweirej, subordinate to their main business of trade. 
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The three Presidency Banks of Bombay, Bengal and Madracj, 
which were destined to play a very important role in the banking 
fortune of India, were amalgamated into the Imperial Bank of 
India in 1921 (now the State Bank of India). 

There was a mushroom growth of banks in India in the first 
decade of the present century. Some of them were destined to 
fail, others, like the Bank of India, the Bank of Baroda and the 
Punjab and Sindh Bank, have proved to be solid. They made 
rapid progress till 1913, when Indian banking was overtaken by 
a crisis. The failure of one of the biggest, the People’s Bank of 
India, involved many others in ruin. Bank after bank met with 
disaster until as many as 50 had failed. 

The main causes of these bank failures were: (a) Small capi> 
tal and small standing, (b) lack of trained managers and experi¬ 
enced statf, (e) big gaps between authorised, subscribed and 
paid-uj) capitals, (d) fraudulent accounts (e) loans on insufficient 
or no security to directors and their friends, (f) speculation, (g) 
locking-up funds in long-term industrial undertakings, (hi negli¬ 
gence, incapacity and dishonesty of the staff, (i) low ratio of cash 
to liabilities, (j) the existence of hundreds of small banks scat¬ 
tered all over the country', (k) imprudent invesimente, (1) laissez- 
faire policy of the Government. 

Now, however, our banking structure is quite solid. Neither 
the depression of the thirties nor World War II, and not even 
the cataclysmic partition of the country has succeeded in giving 
a serious set-back to joint-stock banking in India. We have not 
escaped unscathed in these catastrophies but even more advanced 
countries have suffered heavy losses. 

The usual business of joint-stock banks in India is: 

(a) Kcceiving deposits of all kinds—fixed, current and sav¬ 
ings; 

(b) discounting internal bills, advancing loans against stocka 
and shares, immovable property and commodities. They also al¬ 
low temporary over-drafts to approved customers; 

(c) transmitting funds from one place to another on behalf 
of customers through bank drafts and letters of credit; 

(d) purchasing and selling shares for clients on commission; 

and 

(e) keeping documents and jewellery in safe custody. 

There are two important spheres of business in which the 
joint-stock banks play practically no part. In the first place, 
they finance only the internal trade of the country leaving for¬ 
eign trade largely to exchange banks. The margin of profits in 
foreign exchange business is too low and the funds needed too 
large for most of the joint-stock banks. 

Secondly, they have very little to do with the tnarketing of 
agricultural produce, as the masses in the villages a|e illiterate 
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4 iid the security they can offer is not liquid enough. The absence 
of suitable warehouses is mainly responsible for the lack of agri- 
fuiltural bills which could be discounted by joint-stock banks. 

niair Uabilitiea. The liabilities of joint-stock banks arc 
their capital, reserves and deposits. The capital and reserve of 
a, bank serve to build up a public confidence in it. The usual 
ratio between cash and deposits is 6 to 8 per cent in the case of 
scheduled banks in India. The ratio depends upon current 
economic conditions and the amount of money seeking to be 
deposited. 

Their Assets. The assets of joint-stock banks consist of; 
(1) cash; (2) discounted bills; (3) Government and other secur¬ 
ities; (4) loans and advances to elients; and (5) immovable pro¬ 
perty. 

The ratio of cash maintained by a bank to its liabilities is a 
very important matter for a depleted cash position might result 
in disaster. Discounted bills and Government securities come 
next in importance for defence against a heavy public demand. 
Bills can be rediscounted with the Reserve Bank, while loans can 
be borrowed on the strength of securities. The latter can also 
easily be sold for cash. Indian banks require more liquid re¬ 
sources due to their greater vulnerability to rumour, but actually 
percentage of cash and deposit with banks is higher in TT.K. and 
IT.S.A. as compared with India but is lower in Canada and Paki¬ 
stan. 

The situation is not without dangers and the Reserve Bank 
is trying its level best to induce the banks to raise their liquidity. 
In order to safeguard the soundness of the banking system, the 
minimum ratio of liquid assets to total demand and time liabil¬ 
ities was raised from 20% to 28% by banking companies (Amend¬ 
ment) Act, 1962. It may, however, be mentioned here that the 
Indian bankers maintain a high percentage of Government secur¬ 
ities which is a second line of defence. 

Sclieduled Banks' 

The table given below shows the position of Indian joint- 
stock banks in recent times. During the war they wisely kept 
higher cash reserves. The figures of resources for post-war years 
have improved. This is due to stricter control by the Reserve 
Bank. The reserves are adequate considering the large amount 
of Government securities they carry in addition. 


1. They are all banks with a capital of orei Rs. 5 lakhs. 
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Consolidated Position of Scheduled Banks 

(/» cfofw of rupee*) 


Tear (Laat Friday 
of Dee.) 

No. of 

eporting 

Bank* 

1 

Deposit* 

Cash in ^ 
hand 
and 
with 
Reserve 
Bank 
( croree) 

S 

Percent* 
age of 
Col. 5 to 
Col. 4 

6 

Demand 

2 

Time 

3 

Total 

4 

1939 

59 

140 

106 

246 

24.6 

10,0 

1949 

90 


252 

803 

117 

14-6 

1955 

89 

.'571-8 

403-9 

775-7 

100-2 

10-3 

I960 

93 

7210 

1086-4 

] 807-3 

162-0 

9-0 

1961 

82 

732-6 

1102-1 

1834-7 

155-8 

8-5 

1962 

80 

816-9 

1222-0 

2038-9 

132-7 

6-6 

1963 

79 

997-2 

12.55-6 

2252-8 

141-4 

6-3 


The trend of deposits during the last two years is on the in¬ 
crease, both in demand and time deposits. The deposits are in¬ 
creasing in view of tlie increase in notes circulation. 

Non-Sdheduled Banks 

In addition, there is a very large number of joint-stock banks 
which are not on the scheduled list of the Reserve Bank. Their 
progress is clear from the following table; 

Consolidated Position of Non-Scheduled Banks 

[In crurea of rupee*) 
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I 

i 2 

3 

4 


« 

7 

1939 

669 

6 

11 

16 


1 

6-9 

1949 

368 

16 

25 

40 

63 

4 

9-0 

1955 

387 

26 

42 

67 

83 

6 

9*1 

1967 

318 

16 

34 

49 

62 

3 

7-9 

1968 

290 

14 

32 

46 

69 

3 

7-8 

(Last Fridayl 
Sept.) 
1959-60 

267 

14-7 

34-4 

49-1 

60-3 

3-6 

7-9 

196()-61 

266 

13*7 

36-6 

49-2 

60-2 

3-5 

7-8 

1961-62 

212 

10-23 

27-91 

37-61 

48-44 

2-96 

7-9 

1962-63 

211 

10-82 

27-26 

37-81 

47-37 

2-52 

6*8 
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The table mentioned above mdicates that the ratio of cash to 
liabilities of these banka is about as much as of scheduled banks. 
This is, however, not always the case. The banks lend out freely 
in peak season and then their ratio falls to 6% which is danger¬ 
ous. During the last few years the Indian money market has 
been tight, hence there has been great temptation to lend out. 
The resources of these banka are small and generally they keep 
the minimum necessary cash. Their total liabilities have como 
down to Rs. 48 crores at the end of 1961-62 from Rs. 87 crores 
in 1956-57. The decrease is due to fall in their number. Some 
of them have amalgamated with scheduled banks, others have 
been included in the second schedule and still others have taken 
to non-banking business. Unlike the scheduled banks, the time 
liabilities of these banks exceed the demand liabilities. From 
1945, non-scheduled banks desirous of opening accounts with the 
Reserve Bank were allowed to do so at the Bank’s discretion if 
they agreed to maintain a minimum balance of Rs. 10,000 with it. 

Defects of Joint-Stock Banking 

The joint-stock banks in India have to face certain difficul¬ 
ties which handicap them in the discharge of their functions. 
Most of them have small resources and suffer from severe compe¬ 
tition of the foreign exchange banks. Another difficulty, till re¬ 
cently, has been the absence of the bill market. Then, the bank¬ 
ing business is conducted in English which is unknown to the 
great bulk of the Indian people. 

Besides these external handicaps, the Indian banks have 
suffered from a host of grave defects in their internal working. 
Most of these defects have been removed by the Banking Act of 
1949. These defects are;— 

(i) Small Capital. Most of the Banks are started with small 
capital. They also do not care to strengthen their capital by 
building up reserves from profits which are thoughtlessly fritter¬ 
ed away in distributing high dividends. The Reserve Bank 
should discourage the setting up of new banks with small capital 
and should encourage the amalgamation of small banks. 

(ii) Assets not liquid. In their greed to earn higher profits, 
they allow the ratio of reserve to liabilities to fall to dangerously 
low levels. Most of their other assets are not held in liquid 
form. Even a little unusual demand would bring them to grief. 

(iii) Also, the well-recognised canons of sound banking are 
ignored while making advances. The lending i« often rash and is 
made without prpper security. The tendency to over-extend cre¬ 
dit is a frequent cause of a bank failure. Generally speaking, 
they do not possess the machinery for investigating the credit 
worthiness of the borrowers. Their lending policy is also defec¬ 
tive in that the;f ignore the principle of the diversification: of 
risks. It is suggested that they should have a sound 'lending’ 
policy. The Reserve Bank can give them guidance in this rcs- 
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(iv) In the past, a craze for high profits involved them in 
trading and manufacturing business in the guise of agency busi¬ 
nesses or subsidiary companies. Thus they took rkks over and 
above the normal risks of banking business. This is now becom¬ 
ing uncommon. 

(v) A small group of industrialists or financiers have tried 
to acquire monopoly control over banks. They utilised the funds 
of the bank in their own business. Unsecured loans given to the 
directors or their friends endangered the bank. The Reserve 
Bank now keeps a watch over such malpractices. 

(vi) Sometimes there is undesirable manipulation of ac¬ 
counts. A misleading position is sought to be created about tho 
financial position of the bank. 

(vii) The branch banking policy is also unsound. Most of 
these branches are opened in centres already well-served by other 
banks. This has led to unhealthy and wasteful competition. 
Some branches are opened in places far away from the main field 
of bank’s activities so that their proper working was impeded. 
The system of supervision over the branches in the case of some 
banks is not satisfactory. Regular returns of advances, etc , are 
not called or not properly scrutinized. There should be efficient 
system of inspection of branches. 

(viii) There is also a dearth of properly trained banking per¬ 
sonnel. The management of tho banks is sometimes left in the 
hands of untrained staff. This is a very serious defect since 
banking is a specialised business. The directors generally lack 
the knowledge and experience necessary for supervision over 
executive officers. Sometimes the system of internal supervision 
and audit is defective Dividends are d(*clared without providing 
for doubtful debts or for depreciation in investments. These 
flaws must be set right. 

Unless these defect*} are removed, the Indian banks, at any 
rate some of them, may have to face difficulties time and again. 
A sound banking system is essential to ensure rapid develop¬ 
ment of trade and industry which is the objective of our econo¬ 
mic development plans. It is good that tho Reserve Bank has 
now been given the necessary powers and authority to guide the 
' Indian money market and put it on sound basis. 

Banking Reform 

The development of banking in India, during the war and 
after, presents an impressive picture but has not been free from 
certain undesirable features. Some nf these were checked through 
suitable amendments of the Indian Companies Act, e.g., the ex¬ 
treme divergence of ratio between authorized, subscribed ami 
paid-itp capitals, issue of different clauses of shart's with dispro¬ 
portionate voting rights and unfair terms of agreement with 
Dfianaging directors. But there was still urgent need for com¬ 
prehensive legislation to safeguard the interest of depositors. * * 
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The Governor of the Beserve Bank in 1945 warned banks 
Against (a) iudiscritninate branch banking to attract deposits; 
(b) acquiring control over non-banking companies by the pur¬ 
chase of their shares; interlocking of interests between banks and 
industrial concerns; the holding of shares of concerns controlled 
by the directors, and the floatation of investment trusts; (c) 
manipulation in preparation of balance sheets; (d) speculation 
in shares, Government securities or property; (e) distribution of 
profits, instead of strengthening reserves. To checkmate these 
evil tendencies legislation was called for. 

Banking Companies Act, 1949 

A*comprehensive piece of legislation was enacted in 1949. 
The main features were:— 

1. Banking was defined as “the accepting for the purposes 
of lending or investment of deposit of money from the public, 
repayable on demand or otherwise, and withdrawable by cheque, 
draft, order or otherwise.” No company could carry on work 
unless the word “bank”, “banker” or “banking” was used as a 
part of its name. 

Every banking company had to take out a licence from the 
Reserve Bank which satisfied itself that the company was in a 
sound position, and that its affairs were being properly conducted, 
And in respect of a foreign bank, that the country of its incorpora 
tion did not discriminate against Indian hanking companies. 

2. The Act applies to all banking companies except co-opera¬ 
tive banks. 

3. The Act prescribes conditions of minimum capital and 
reserve. These vary according to “geographical coverage” of 
operations. The paid-up capital and reserves of an Indian bank 
must not be less than Rs. 5 lakhs if it has places of business in 
more that one State, and Rs. 10 lakhs if such a bank has an 
office in Bombay and/or in Calcutta. This provision would pre¬ 
vent mushroom growth of banks in the country. Banking com¬ 
panies incorporated outside India mmst have a paid-up capital 
and reserve of Rs, 15 lakhs and, if Bombay and/or Calcutta is 
Also a place of their business, Rs, 20 lakhs. 

4. Subscribed capital shall not be less than 50% of 
Authorized capital, and paid-np capital shall not be less than 
60^ of subscribed capital. Voting rights shall be in proportion 
to the contribution of capital but in no case shall they exceed 
6% of the total voting rights. This would prevent monopoly 
control of a bank by a small group of financiers. 

5. Every scheduled bank shall continue keeping reserves 
with the Reserve Bank at the old rate of 2% of its time liabilities 
and 5% of its demand libilities. 

6. Nou-scheduled banks, too, are required to main^taln cash 
reserves with themselves and/or the Reserve Bank in the 
proportion and to submit returns on each Friday of the inouth. 
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7. Every foreign banking company, after two years from 
the date of the Act, shall maintain in India cash, gold or ap¬ 
proved securities valued at not less than 20% of its liabilities. 
Balances kept in the Eeserve Bank are treated as cash. This 
provision will ensure the liquidity of assets. 

8. Interlocking directorates among banks are prohibited. 

9. Unsecured loans to directors or their firms are prohibit¬ 
ed. Monthly returns of such loans are to be submitted to the 
Reserve Bank. 

10. No banking company shall pay any dividend until all 
its capitalized expenses have been written off. Not less than 
20% of the profits shall be put in the Reserve Fund till it is 
equal to the paid-up capital. This would strengthen the finan¬ 
cial position of the bank. 

11. No banking company can open a branch in a new place 
or change the location of an old branch without the previous 
sanction of the Reserve Bank. 

12. Trading as a business is prohibited to a banking com¬ 
pany. It shall not be managed by a managing agent or by a 
person who had been declared an insolvent, who is convicted of 
moral turpitude, or who takes a commission in the profits of the 
company or is in any other vocation. 

13. Banks are not allowed to make loans on their own 
share's, or grant unsecured loans to directors, or to firms in which 
a director is intere.sted. 

14. A banking company shall not form a subsidiary com¬ 
pany except for purposes incidental to the bu.siness of banking. 

15. Vast powers have been given to the Reserve Bank to 
control the entire banking system. It can mould lending polieie,s, 
prohibit transactions, call for periodical as well as ad hoc returns 
and publish them. Tt may inspect any bank, and the Governor 
may even susjjcud the Act for 30 days in an emergency. 

16. The Reserve Bank is to make an annual report to the 
Government on the trend ajid progress of banking in the country 
with suggestions for improvement. 

17. An expeditious procedure for winding up and liquida¬ 
tion of banking companies was laid down, and the Bank has 
been given powers in respect of their amalgamation. 

The Act has laid the foundations of healthy banking system 
in the country. The vast powers vested in the Reserve Bank of 
India have been judiciously used. Since the passing of the Act, 
there has been an unmistakable improvement in the working of 
the banking system of the country. Some amending Acts fol¬ 
lowed. 

The Banking Companies (Amendment) Act, ld50 

In 1950 the Banking Companies Act was amended to correct 
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faults which came to light iu its working. Amalgamation can 
take place only if a requisite majority of the shareholders of a 
bank approve of it and it is then sanctioned by the Eeserve Bank. 
Compensation is provided for dissenting shareholders. Special 
provisions for speedy vrinding up of banking companies have also 
been included. 

The Reserve Bank of India (Amendment) Act, 1951 

The main provisions of the amending Act are: (1) The Re¬ 
serve Bank of India Act, 1934, is extended to the whole of India 
except Jammu and Kashmir. (2) The eligibility for rediscount of 
commercial paper by the Bank under Section 17 is extended to 
bills bearing the signature of a State Co-operative Bank. (3) The 
period of maturity of agricultural bills, eligible for rediscount 
by the Bank, is extended from 9 to 15 months. (4) The restric¬ 
tions on the holding by the Bank of Government securities a.*i 
regards amount and maturity are removed. (5) The Bank is 
authorised to act as an agent for any foreign Government or per¬ 
son approved by Government. (6) The weekly returns furnished 
by scheduled banks will include figures of theii investments; 
such returns will be submitted not later than 5 days after the 
date to which they relate ordinarily, and in exceptional cases 
to 10 days. (7) The Bank may exempt any bank from the pro¬ 
vision of maintaining statutory balances with it, or submitting 
returns as it may think fit. (8) The Bank’s power to obtain 
returns is extended to all State Co-operative Banks. 

The Reserve Bank of India (Amendment) Act, 1951, placed 
the State Co-operative Banks on the same footing as scheduled 
commercial banks in regard to the purchase, sale and discount 
of bills and notes arising out of bona fide trade transactions. The 
Reserve Bank (Amendment) Act, 1952, liberalised the scope of 
short-term credit to State Co-operative Banks and State Finan¬ 
cial Corporations for financing production and marketing of 
cottage industry products. It enabled the Bank to grant 
medium-term credit to Co-operative Banks up to 5 years and to 
give a short-term credit to the Industrial Finance Corporation of 
India, 

Banking Companies (Amendment) Act of 1953 laid down 
methods of procedure to expedite, to simplify, and to reduce costs 
of liquidation proceedings of banking companies. 

The Banking Commies Act was amended ag^ in 1956 to 

prevent certain undesirable tendencies in administration. The 
Act vests wider powers of control and supervision in the Re¬ 
serve Bank. The interlocking of directors is sought to be con¬ 
trolled more stringently and it permits Reserve Bank to appoint 
observers on the Boards of Directors ?ind to issue directions in 
regard to matters of policy and administration in the national 
interest or in the interests of the institutions themselves. The 
Reserve Baak Jias been empowered to obtain statements, and in- 
forjnatioft over a wider range than hitherto. The 'appoint 
and the terms" of appointment of the chief executive ofBcera of 
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the Bank such as managers or managing directors has been made 
subject to the prior approval of the Reserve Bank. 

The Banking Companies (Amendment) Act, 1960, seeks to 
facilitate expeditious payments to the depositors of banks in 
liquidation. Legislation has also been passed facilitating the 
reconstruction or amalgamation of weaker banks with other 
units. It also enables the Reserve Bank to extend medium-term 
credit to State Financial Corporations and other financial insti¬ 
tutions. It is now authorised to act as agent of the Central Gov¬ 
ernment in implementing the scheme for guaranteeing loans to 
small-scale industrial concerns advanced by the banks and other 
financial institutions. 

The Banking Oompanies (Amendment) Act, 1962 

The main purpose was to increase the capital resources and im¬ 
prove the financial position of banking institutions. This will mean 
greater protection to depositors and better banking services for the 
community. Among the new provisions are: (a) The banks are to 
continue transferring 20% of the balance of their profits to the 
reserve fund even after it equals the paid-up capital (prior to 
this such transfer was to stop as soon as the reserve had become 
equal to the paid-up capital), (b) The amendment also raised 
the maximum paid-up capital in the case of an Indian banking 
company commencing business to Rs. 5 lakhs as against Rs. 50,000 
fixed in 1936. (c) I’he amendment provides that all banks 

should maintain at the close of business on any day a minimum 
amount of liquid assets equal to not less than 25% of their total 
demand and time liabilities in India; this is exclusive of the 
balances maintained by the banks with the Reserve Bank, (d) 
To replace the existing dual cash ratios (i.e., 5% of demand and 
2% of time liabilities) by a single ratio of 3% in respect of both 
demand and time liabilities. This would increase the overall 
liquidity ratio from the existing 20% to 28% (3% of cash reserves 
and 25% of liquid assets), (e) To extend the Reserve Bank’s 
powers to vary the cash ratio from the minimum requirement 
of 3% to 15% of the aggregate liabilities. This replaced the 
earlier provision which enabled the Banks to raise their statutory 
balances to a maximum level of 8% of time and 20% of demand 
liabilities, (f) To vary the overall liquidity ratio up to a limit 
of 40%. (g) It empowers the Reserve Bank to purchase, sell 

or rediscount export bills maturing within 180 days (instead of 
90 days as hitherto). 

In December 1963 was passed the Banking Laws (Miscel¬ 
laneous Provisions) Act. The main objective of the new legisla¬ 
tion was to enhance the Reserve Bank’s powers over commercial 
banks as well as to regulate the acceptance of deposits by non¬ 
banking companies or financial institutions from the public and 
the conduct of business of financial institutions. .^Thus, the 
amending act provides ^rther powers to the Referve Bank to 
ensure stricter supervision and control over commercial banks 
and in particular (a) to restrain control exercised by particular 
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groups of persons over the affairs of banks, (b) to restrict loans 
and advances as well as guarantees given by banks on behalf 
of any one company, firm, association of persons or individuals, 
(c) to give greater control to the Reserve Bank over the appoint¬ 
ment and removal of banks* executive personnel, and (d) to 
reduce the maximum voting rights of individual shareholders of 
banking companies including subsidiaries of the State Bank from 
5 per cent to 1 per cent of the total voting rights of all sjiare- 
holders, so that the control may be diffused among the share¬ 
holders. 

The amending Act also invests the Reserve Bank with powers 
to regulate the activities of non-banking financial institutions ac¬ 
cepting deposits from the public. The existing legislation relat¬ 
ing to banks did not provide for any control over companies or 
other institutions which, though not treated as banks, accept 
deposits from the general public or carry on other business allied 
to banking. More recently, the volume of deposits accepted by 
them has been growing steadily and the rates of interest offered 
by these institutions were comparatively high. It was not pos¬ 
sible to gauge the extent of deposits collected by them and there 
was a need for ensuring adequate protection to depositors. The 
amendments to the Reserve Bank of India Act empower the Bank 
to regulate or prohibit the issue of prospectus or advertisement 
by non-banking institutions soliciting deposits from the public, 
to call for returns and information relating to deposits from such 
institutions, to give them directions in regard to receipt of depo¬ 
sits and to prohibit acceptance of deposits by any such institu¬ 
tion which fails to comply with its directive. The Bank may 
also call from financial institutions information regarding their 
paid-up capital, reserves, or other liabilities, investments, terms 
and conditions of their advances, etc., and give directions to such 
institutions relating to the conduct of their business. The Bank 
is also empowered to inspect any non-banking institution and its 
books and accounts. 


Bill Market Scheme 

The lack of bill market had long been felt in India. Such 
a market is necessary both to provide the banking system a rea¬ 
sonable opportunity to invest their short-term funds and also 
to impart due elasticity to the credit structure. This would en¬ 
able it to expand during the busy season and contract during the 
slack season. In the absence of such credit elasticity, the money 
market is subject to alternating spans of tight and easy con-’ 
diiions. Thus businessmen founid cash credit system a very 
convenient alternative and consequently the bill market did not- 
develop. 

The Bill Market Scheme was introduced in 1952 when the Re¬ 
serve Bank laid down that it would make advances to’ sehedttled 
banks against their promissory notes supported by usance bills op 
promissory notes of the clients. Banks were permitted to convert 
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a part of the borrowings of clients into usance bills for 90 days- 
which they could lodge with the Eeserve Bank os collaterals. To 
popularise the bills, the Bank agreed to make advances at be¬ 

low the Bank rate and also to bear half the Stamp Duty. The 
minimum value of the individual bill was fixed at Ks. 1 lakh each,, 
while the minimum limit for a single advance to a bank was fixed 
at Bs. 25 lakhs. 

In July 1954, the scheme was further extended to ail licensed 
scheduled banks, irrespective of the size of their deposits. The 
minimum limit of advances was reduced from Rs. 25 lakhs to 
Rs. 10 lakhs (Rs. 5 lakhs since 1957) and the minimum amount 
of each individual bill was lowered from Rs. 1 lakh to Rs. 50,000. 
Banks are availing themselves of the facilities under this scheme 
more and more. Advances of Reserve Bank to scheduled banks 
against usance bills and/or promissory notes amounted to Rs. 47.59 
crores in 1963-64 against Rs. 27.43 crores in 1955-56. Greater 
elasticity and autonomy have been lent to Indian money market 
as a result of the working of the bill market scheme. In 1958, 
the Bill market scheme was extended to export bills. This was. 
done to widen the credit facilities available to the banking sys¬ 
tem for the purpose of financing exports. 

With a view to making the scheme popular, some modificatiouB 
were made with effect from January 12, 1961. For instance, the 
minimum amount of individual usance promissory notes to be 
lodged with the Reserve Bank as security for advances has been 
reduced from Rs. 10,000 to Rs. 5,000. 

In September 1962, the Reserve Bank of India Act was amend¬ 
ed so as to enable the Bank to purchase and rediscount export 
billa maturing within 180 days. 

The scheme may, however, be criticised on the following 
grounds: (i) It does not develop a bill market proper since it is 
based not on genuine trade bills but on the conversion of loans and 
advances of scheduled banks, (ii) The scheme does not extend to 
indigenous bankers. Until their hundis are accepted for redis¬ 
counting, the proper bill market cannot develop, (iii) In spite of 
the concessional rate of interest charged and the concession in 
stamp duty, the scheduled banks find it costly and inconvenient 
to convert their demand bills into usance bills, (iv) It is per¬ 
missive and not obligatory for the Reserve Bank to grant accom¬ 
modation against approved usance bills. There is a scope for dis¬ 
criminatory treatment by the Reserve Bank of the borrowing 
bankers. This militates against the creation of a well-co-ordinated 
bill market. 

Reserve Bank's Control over Banks 

The Reserve Bank has at last secured powers on a statutory 
basis to regulate banking. The 1949 Act as amended in 195T 
enables it to eradicate defects in the banking system such as the 
existence of a very large number of small banks, their crowding. 



INDIAN ECONOMICS 


4»« 

in the major cities and towns and the high risks they take in their 
investments to earn large profits. 

It can now direct the lending policy of banks and thus control 
the purpose of loans, the margins to be maintained, and the rates 
of interest. It can inspect the banks, supervise the Board of 
Directors as well as call for returns and may, if necessary, recom¬ 
mend the prohibition of fresh deposits. These powers have 
been styled sweeping by some critics. But in view of the frequent 
banking failures in India and the many heterogeneous elements 
in its monetary structure as well as the need to adapt the banking 
structure to requirements of economic development under the 
FivC-Year Plans, such a piece of legislation was long overdue. 
Such critics should remember that the whole world is progressing 
towards overall planning. When giving these powers to the Ee- 
jserve Bank, the Act of 1949 also placed heavy responsibilities on 
it, which can only be discharged when all banking companies 
give full co-operation to the Eeserve Bank. 

The Amending Act of 1956 gave Reserve Bank the power to 
vary the reserve which the Scheduled Banks are required to main¬ 
tain with it in respect of time and demand liabilities up to 8% 
and 20% respectively. The Bank can also ask for compulsory de¬ 
posits with it in respect of all additional deposits after a date sub¬ 
ject to the overall limits of 8 and 20 per cent. According to an 
amendment of 1962, all banks have to maintain at the close of 
business on any day a minimum amount of liquid assets equal to 
not less than 25% of their total demand and time liabilities. 

The main duties imposed upon the Reserve Bank in respect of 
other banks may then be classified as below: 

(a) Supervision and Inspection of Books. The Bank was al¬ 
ready performing this important duty, but now it is empowered 
to inspect banks at its own initiative. The Bank has now an or¬ 
ganisation for annual inspections. The object is to help banks to 
establish sound banking traditions by pointing out defects. As 
a result of systematic inspections, the standard of working of banks 
has greatly risen. Monthly and quarterly reports are called for 
wherever defects are found. Necessary conditions too are imposed 
if needed and appointment of banking advisers has been insisted 
upon to advise banks. 

(b) licensing of Banks and Control over Branch-banking. 

The Reserve Bank issues licences to an existing company only after 
satisfying itself that the company is in a position to pay its de¬ 
positors in full as their claims accrue. It also makes sure that 
the affairs of the company are being conducted correctly. Besides, 
no banking company can open a new branch without prior per¬ 
mission from the Reserve Bank. 

(c) A court can sanction a scheme of arrangement, only after 
the Reserve Bank certifies that it is in the interest of depositors. 

(d) Iiiquidation of Banking Companies. The Reserve Bank 
can be appointed as the official liquidator of a banking company,' 
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(e) Beoeipt and SGrutiny of tlie Prescdbed Betuma. The pre¬ 
scribed returns submitted by the banking companies to the B«- 
serve Bank are scrutinised to sec that the instructions are being 
complied with. 

(f) Advising Banks and helping them in times of emergexu^. 

The Beservo Bank has been doing valuable work in this direc¬ 
tion. The Reserve Bank advised all banks not to grant any ad¬ 
vances for speculation after the devaluation of the Indian rupee. 

During the course of its study of the operations of banks, the 
Reserve Bank has come across unhealthy developments, e.g., large 
advances against immovable property, or against inadequate secu¬ 
rity or indiscriminate branch expansion, interlocking of funds, 
attemjits to secure control for industrial undertakings, manipula¬ 
tion of figures to conceal the true financial condition of the bank, 
keeping of low ratio of cost to deposits, etc. The Reserve Bank 
has in all such cases taken action to rectify them. 

Jn order to stem speculation and restrain inflationary forces, 
the Reserve Bank has, in recent years, brought into play a wide 
range of credit controls. A general restriction on the quantity of 
credit was sought to be operated through raising the cost of bor¬ 
rowing by banks from the Reserve Bank. The Governor of the 
Bank has been issuing directives from time to time asking the 
banks to restrain or reduce credit during a certain period. lu 
addition to these geiieial measures of control, selective restrictions 
on credit were also imposed, i.e , relating to advances against select' 
ed commodities. 

In a circular letter sent towards the end of February 1959, 
the Governor of the Reserve Bank again asked the banks to exer¬ 
cise restraint on the further expansion of credit during the current 
busy season. The letter says: “The Reserve Bank Governor con¬ 
cedes that it is the legitimate function of banks, and in effect, their 
duty to finance the movement and marketing of crops and indus¬ 
trial production, including building up of normal slocks, but the 
use of credit for speculative purposes is likely to have an unhealthy 
effect on the economy.” 

Wherever the Banking Companies Act has been found defec¬ 
tive, amendments have been introduced to remove them. Thus the 
.Reserve Bank today is in a position to guide and control Indian 
banking well. This has put our banking structure on a sound 
footing. 


Exchange Banks 

Exchange Banks constitute another member of Indian money 
market. There are nearly 15 Exchange Banks in India with about 
60 branches running in important towns and Delhi. These banks 
are incorporated outside India. They were not subject to the pro¬ 
visions of the Indian Company Law previously, but the new bank¬ 
ing legislation has authorised the R^erve Bank to control their 
operations. 
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The private deposits of these hanks have grown up consider¬ 
ably while their cash balances in India have not grown at 
same pace. But since the Indian Banking Companies Act applies 
to them, they are maintaining a correct ratio of cash to liabilities 
with the Reserve Bank, plus an excess balance. 

Two of these banks, Thomas Cook and Sons* and the American* 
Express Company, are mostly concerned with tourist traffic. Of 
the rest, 3 have considerable business in India while the others are 
agencies of bigger banks, a larger portion of whose business is out¬ 
side India. The names of five big Exchange Banks are Lloyds 
Bank, the Chartered Bank of India, Australia and China, the 
National Bank of India, the Mercantile Bank of India and the 
National City Bank of New York. 

Their Punctiona 

(a) They finance the foreign trade of India. It is a remuner¬ 
ative business—the total volume of foreign trade in India in 1958- 
69 was provisionally put at 1,622 erores. It has been estimated 
that only 15 per cent of the foreign trade is financed by Indian 
banks, whose share merely consists of the movement of commodi¬ 
ties to the port towns from where the financing to foreign coun¬ 
tries is arranged by the Exchange Banks. 

(b) The Exchange Banks raise deposits in India and also help 
in financing the internal trade of India to a considerable extent. 
These deposit liabilities amounted to Rs. 197 erores in March 
1958 against total loans and advances of Rs. 164 erores in India 
in the same month and year. 

The Exchange Banks buy Indian export bills usually matur¬ 
ing after three months. These bills are almost always Documents 
on Acceptance (D.A.). They are sent immediately to London and 
are discounted there at the low prevailing rates. In order to 
transfer their funds back to India, the banks adopt various plans 
such as (i) selling sterling to the Reserve Bank in London, (ii) 
buying rupee paper in London and selling it in India, (iii) sup¬ 
plying the needs of tourists and students in England on receipt 
of rupees in India, and (iv) importing bullion into India for sale. 

The bulk of India’s export trade from Europe is financed by 
60 days’ bill known as Documents on Payment (D.P.). They arc 
discounted in London and sent to India for collection through the 
Exchange Banks. The peculiarity of D.A. bills is that the moment 
the bill is accepted by the foreign importer through his bank, he 
can obtain possession of the goods, while he may make the pay¬ 
ment at the maturity of the bill. This is obviously a great ad¬ 
vantage. The D.P. bills do not entitle the Indian importer to the 
immediate possession of the goods. He, therefore, executes a trust 
jteceipt in favour of the Exchange Bank, thus holding goods as a" 
trustee of the bank till be makes the payment. He pays interest 

I. Il» business in India bas been amalgamated trith of HHeanri. 

Oiiadlair and Company. 
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at the r4te of 6 per eent for tMs period. So long as the Indian 
import trade is not financed by D,A. bills in rupees and discounted 
in India, a proper discount market cannot be developed here. 

The foreign exchange banks, thus, dominate the foreij^ trade 
of India and have a share in her internal trade also. Till 1949, 
they were not amenable to Indian laws. They were controlled by 
foreign directors and did not publish any information regarding 
India affairs. Since the enactment of the 1949 Banking law, the 
Reserve Bank has secured control over the reserves the exchange 
banks are to keep in India. The position has, therefore, changed 
for the better in this respect. They are also required to employ 
Indians in responsible positions. 

We may, however, notice recent developments in this connec¬ 
tion. More and more Indian joint-stock banks are opening offices 
or securing ag<‘nts outside the Indian Union. There are nearly 300 
offices of Indian banks in foreign countries. The main obstacle in 
the way of Indian joint-stock banks taking up this business has 
been the difficulty of opening branches and working them succesis- 
fully in foreign countries. There are political and currency com¬ 
plications. A branch in a foreign country needs huge capital, 
great experience and prestige to attract funds. Pakistan is now a 
foreign country. Hence branches of banks which were once Indian 
became foreign after the Partition in 1947. The Bank of Baroda, 
Bank of India, the Indian Overseas Bank, U.C. Bank and the State 
Bank of India have the largest number of agencies and corres¬ 
pondents in foreign countries. 

An interesting feature revealed by the statistics is that the 
Indian banks abroad maintain a higher ratio abroad than in the 
Indian Union. Since tlie Partition, Indian banks are venturing 
abroad, but still they have not got a sufficient share in the financ¬ 
ing of foreign trade. 

The Government of India has established a State Trading Cor¬ 
poration which will create needed contacts in foreign countries. 

With the passing of the Indian Banking Companies Act of 
1949, the Reserve Bank can now ask the exchange banks to toe 
the line with other banks. The following regulations in this Act 
protect the Indian depasitors;— 

3. In the case of a bank incorporated outside India, the total 
value of reserves to be kept in deposit with the Reserve Bank shall 
not be less than Rs. 15 lakhs and if it has a place of business in 
Calcutta or Bombay, Rs. 20 lakhs. 

2. Deposits with the Reserve Bank of such a bank shall in 
f the events of its closing business in India be an asset on which 

E the claims of creditors of the banks shall be a first charge. 

3. The assets in India of everj^ such banking company at the 
.close of the last working day of oeei^ quarter shall not be less 
’^han 75% of its demand and time liabilities therein. 



500 


INDIAN ECONOMICS 


4. At the end of every calendar year, every such company 
shall prepare an annual balance sheet and profit and loss account 
in respect of its business in India. This balance sheet will be 
properly audited and published. 

The Banking Act has thus laid down necessary restrictions 
on foreign banks. 

State Bank of India 

For a long time, the need for a strong central bank was keen¬ 
ly felt. The first serious effort towards this objective was made 
in 1921 when the three Presidency Banks were amalgamated into 
the -Imperial Bank of India. It remained a private concern, but 
was meant to serve the State too. Hence its operations were res¬ 
tricted by law and its management controlled by Government. Its 
huge resources gave it the position of a leader in the Indian money 
market. It had large Government deposits on which it paid no 
interest. Its business was circumscribed within the bounds of 
safety by law. It, therefore, wielded vast power in Indian bank¬ 
ing credit and commerce. 

The Bank undertook all the banking business of the Govern¬ 
ment, such as accepting deposits and holding balances and provid¬ 
ing funds. It also managed the public debt. It remitted funds 
and advanced ‘ways and means’ loans. It also served as a bankers'’ 
bank, as most commercial banks kept cash balances with it. 
It managed the Clearing House, settling cross claims of banks. As 
the Bank had to undertake Government business, its operation? 
were carefully regulated. Thus it was not allowed to make loan? 
for more than 6 months, or against immovable property, or against 
ite own shares. It was debarred from dealing in foreign exchange 
business except for the bona fide needs of clients. It could not lend 
money on personal security. 

Constant complaints on the basis of unfair competition were 
made against the Bank. It was further asserted that the bank dis¬ 
criminated against Indian firms. That Indianization was not quick 
enough and the direction of its affairs remained in European hands 
was a just charge. The most serious charge against the Imperial 
Bank was that it could not reduce the varialions in money rate? 
in different places or seasons. The commercial character of the 
Imperial Bank could not possibly co-exist with its State Bank 
character. It earned high dividends by its commercial operations, 
a true central bank would not have been allowed to do so, nor 
would it have entered into competition with ordinary banks. The - 
privileges granted to the Imperial Bank were also the subject of 
severe criticism, although a great deal of its criticism was of a 
political nature. 

It must, however, be said to its credit that it helped to spread 
banking facilities all over the country. It opened branches iU 
places where no bank had any branch before. It willingly 
ed aome banks in difBculty,«e.g., the Alliance Bank 'of Silftia. It 
served as a Clearing House v^erever it had a branch. 
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With the inception of the Beserve Bank in 1935 the Imperial 
Bank lost its status of a partial State Bank. The old restrictions 
on the bank’s operations were removed. It could now freely deal 
in foreign exchange, open new branches and borrow money outside 
India. It was also permitted to lend against immovable property. 
It was, however, selected to act £Ui an agent for the Reserve Bank 
on an agreed commission basis. This brought it an income of 
several lakhs every year. Thus it had vast resources. It was the 
leader of the money market and as such maintained a high ratio 
of cash to its deposits. For various reasons, there was a great 
demand that it should be nationalized. 

Accordingly the Imperial Bank was converted into the State 
Bank of India on 1st July, 1955, on the recommendation of the 
Committee of Direction for All-India Rural Credit Survey. 

Constitution 

It has an authorised share capital of Rs. 20 crores and an 
issued capital of Rs. 5-625 crores wliich has been allotted to the 
Reserve Bank in lieu of the shares of tlie Imperial Bank transferred 
to it. The fully paid shares of the Imperial Bank were paid off 
at the rate of Rs. 1,765-10 and partly paid shares at Rs 431-12-4. 
The new shares of the State Bank were issued at Rs. 350 for every 
fully paid share of Rs. 100. 

The State Bank may, with Government’s sanction, acquire the 
busines,s of other banks including State-associated banks after pay¬ 
ing compensation and will hold at least 55% of the issued capital 
of such State Bank. 

Functions 

(a) It provides credit to industry, trade and commerce as 
before. 

(b) It assists banking on vigorous lines. 

(c) It will open 400 branches within a period of 5 years. 

(d) It will provide larger remittance facilities and attempt 
to mobilise available Rural Savings. 

(e) It will be a powerful agency for enlarging the supply of 
rural credit and develop co-operative marketing and warehousing. 

The State Bank of India is part of the Integrated Scheme for 
Rural Credit and is expected to develop co-operative credit and 
co-operative marketing in rural India in addition to strengthening 
banking in general. Since its inception on July 1, 1955, up to July 
1960, the State Bank opened 416 branches of which about 350 were 
opened in rural areas. It thus honoured its commitment of open¬ 
ing 400 branches in the first fivp years of its career. At the end 
of 1963, the State Bank had 1,069 branches and its subsidiaries 568 
branches. Over the second phase, July 1960 to June 1965, it was 
decided to open 3Cf0 additional bnelliches in the ratio of 145:155 
by its subsidiaries. Subsequently it was agreed to open 319 new 
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branches within a period of five years from January 1964. Of the 
145 branches, the State Bank had opened 70 branches' by the end 
of December 1963 and the subsidiaries 153 branches. At the end 
of 1963, the bank had in all 1,076 offices which together with the 
568 offices of the subsidiaries makes a total of 1,644 offices. 

The State Bank provides co-operative banks remittance facili¬ 
ties and such other services as advances against approved securi¬ 
ties, Government guarantees, debentures of land mortgage banks, 
warehouse receipts, etc. 

The State Bank Act was amended in 1957 permitting the bank 
to grant loans and advances in certain cases for periods exceeding 
six months but not exceeding seven years. Thus the bank is now 
in a position to grant medium-term credit to industries. It can 
also now subscribe to the share capital of any financial institution 
notified by the Central Government. The State Bank of India 
(Subsidiary Bank) Bill was passed in 1959 which related to the 
setting up of eight State Associated Banks as subsidiaries of the 
State Bank. 

The State Bank advances are now increasingly industry- 
oriented without decreasing the quantity of credit made available 
for trade and commerce. In 1962, advances to industry in relation 
to total advances accounted for 72.1% which in 1963 increased to 
75.1%. About 30% of these advances were utilised by basic in¬ 
dustries and about 18% by export-based industries. In the case of 
small-scale industries, the total credit commitments at the end of 
1963 amounted to Rs. 17.6 erores. Facilities offered to small in¬ 
dustrialists include medium-term loans and instalment credits. Re¬ 
laxations have been made in granting accommodation against sup¬ 
ply bills drawn on Directorate of Supplies and Disposals. When 
email units have secured orders from Government, they can obtain 
further facilities by way of advance payment for purchase of raw 
materials. To meet the varied requirements of the small entre¬ 
preneurs procedure has been simplified, improved and made flexible. 

The State Bank has extended further its activities in connec¬ 
tion with financing of co-operatives. Total credit limits sanctioned 
to all types of co-operative institutions increased from Rs. 33.4 
crores in 1962 to Rs. 45.2 crores in 1963. The Bank now makes 
advances to Co-operative Consumers’ stores, both primary and 
wholesale, industrial co-operatives, labour contract and construc¬ 
tion co-operatives. 

Since the business and activities of the State Bank have ext- 
panded considerably since it was established in 1955, the State 
Bank Act wa« sought to be amended to enable the Bank to dispose 
of its business efficiently and expeditiously. Accordingly, the 
State Bank of India (Amendment) Bill was introduced in Decem¬ 
ber 1963. It seeks to facilitate further delegation and decentralis¬ 
ation. It contemplates the creation of a large number af 
Boards Offices vesting in them certain specific powers. ' 
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Besenre Baaik of India 

After World War I, it was felt that the Indian monetary sys¬ 
tem was essentially unsound, as currency and credit were in the 
hands of two different authorities, whose policies were often 
divergent. Besides, it was felt that the Indian money market 
lacked cohesion and unity. Every banking unit worked on the 
principle of ‘each for himself, and devil take the hind-most’. The 
plural system of reserves did not lead to either security of the 
structure or public confidence in it. The only mechanism that 
could remedy these defects and mobilize the country’s scattered 
resources was a central banking agency. The Eeserve Bank of 
India established in 1934 as a central bank to remove a big lacuna 
in the Indian banking system. 

Functions of the Keserve Bank: General Functions 

There are two types of functions that the Reserve Bank of 
India performs. Firstly, there are the general banking functions, 
and secondly, it functions as a central bank. To take the general 
banking functions first, the Bank is authorised to transact the 
following businesses:— 

(1) to accept deposits without interest from the Central and 
State Governments, banks, local bodies and any person; 

(2) to purchase, sell and rediscount at a standard rate pub¬ 
lished from time to time— 

(a) bills of exchange and promissory notes drawn and pay¬ 
able in India and arising out of bona fide transactions, 
bearing two or more good signatures, one of which must 
be that of a scheduled bank, and maturing within 90 
days from the date of purchase or rediscount, 

(b) bills, etc., drawn and payable in India for financing 
agricultural operations or marketing of crops, and 
maturing previously within 9 and, since 1952, 12 months, 
and 

(c) bills issued or drawn for holding or trading in securi¬ 
ties of the Central or State Governments and maturing 
within 90 days (180 days since 1962); 

(3) to purchase from and sell to scheduled banks sterling 
in amounts of not less than the value of Rs. 1 lakh, and bills of 
exchange drawn in or on any place in U.K., and maturing within 
90 days and keep balances with banks in U.K.; 

(4) to make loans and advances to States, local authorities, 
scheduled banks and State co-operative banks, repayable on de¬ 
mand or on the expiry of a period not exceeding 90 days against 
trustee securities, gold or silver, eligible bills of exchange and 
promissory notes of a Scheduled Bank supported by documents of 
title to goods pledged to the bank; 

(5) to make ways and means advances to Central and local 
Governments repayable within 90 days; 
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(6) to issue demand drafts on its own offices or agencies; 

(7) to purchase and sell Government securities of U.K. matur¬ 
ing within 10 years of the date of purchase; 

(8) to purchase and sell securities of the Central and State 
Governments of any amount maturing within prescribed limits; 

(9) to borrow money for a period not exceeding 30 days from 
a scheduled bank in India or a central bank in any other country; 
and 

(10) to open accounts with or to make agency agreements 
with central banks in other countries; to act as their agents and 
to invest funds in their shares. 

Besides, the Reserve Bank has to perform all other functions 
usually performed by a central bank in any country. 

These functions are discussed below. 

Central Banking Functions 

As a central bank, the Reserve Bank performs many impor¬ 
tant functions; 

(a) Issue of Notes. In the first place, the bank has the 
sole right to issue bank notes in India. For the issue of 
notes, the Reserve Bank maintains a separate department called 
the Issue Department, the assets of which are kept distinct from 
those of the Banking Department. In this respect, it resembles 
the Bank of England. The assets of the Issue Department con¬ 
sist of gold coin and bullion, sterling securities, rupee coin and 
rupee securities. Under the latest amending Act, the Reserve 
Bank is required to keep minimum reserves of foreign securities 
not less than Rs. 200 crores including gold worth Rs. 115 crores 
valued at Rs. 62.50 per tola. The Act has also provided for the 
suspension of the provisions relating to the minimum holdings 
of foreign securities up to a maximum of Rs. 100 crores. This 
can be done with the prior approval of the (Vutral Government 
for a period of six months which can be extended from time to 
time, hut not exceeding three months at a time. Previously’', the 
reserve was kept on proportional system but in view of the 
foreign exchange requirements of the Second Plan, this was 
changed to that of a fixed minimum. 

(b) Begu^tion of Banking. In the second place, the Reserve 
Bank is required to regulate the banking system. Every joint- 
stock bank, having a paid-up capital and reserve of an aggregate 
value of not less than Rs. 5 lakhs, can be included in Schedule 2 
of the Reserve Bank. A scheduled bank has to maintain with 
the Reserve Bank free of interest a minimum balance equal to 
6 per cent of its demand liabilities and 2% of its time liabilities 
(which has since 1962 been replaced by a single ratio of of 
their total time and demand liabilities) and also to submit a piPi^ 
soribed weekly return. At the end of 1963 there were 70 sehe- 
dxtled banks and their balances with the Beseiwe Bank stood at 
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141.4 crores. The maintenance of balance has centralised 
reserves and brought about liquidity and safety. 

(e) Supply of Credit. The scheduled banks can get financial 
accommodation against approved securities. They can also redis¬ 
count bills of exchange and promissory notes: (i) which are drawn 
and payable in India, (ii) which bear two or more good signatures, 
one of which must be that of a scheduled bank, and (iii) which 
mature within 90 days exclusive of the days of grace from the date 
of rediscount. Bills drawn for trading in specified Government 
securities can also be rediscounted if they mature within 90 days. 
An exception is made in favour ot sound agricultural bills, so far 
as the period of maturity goes, which is allowed to extend up to 15 
months. In 1963-64 these banks had jointly borrowed nearly 
Rs, 47 crores on the strength of ‘usance bills’ (agricultural bills 
and promissory notes) and against Government and other ap¬ 
proved securities from the Reserve Bank. In addition, they had 
purchased aud discounted nearly Rs. 190.31 and 55.98 crores 
worth of inland and foreign bills respectively. 

(d) Control of Credit. The Reserve Bank controls the credit 
policy of member-banks jmd througli them of the other constituents 
of the money market. This is done by : (a) raising or lowering its 
bank rate, and (b) by j>urchase or .sale of Government securities 
in the open market. The latter process is known as open market 
operations. A lower bank rate would encourage rediscounting of 
bills with the Reserve Bank thus increasing the cash with the 
joint-ntoek banks, and viee versa. Similarly, purchase^ of securi¬ 
ties by the bank in the open market would increase the cash in the 
money market, and the sale of securities will have the reverse 
effect. The Reserve Bank has been undertaking open market 
operations to meet the seasonal requirements of trade as well as 
for tightening the control over credit expansion. In May 1957, 
it raised the Bank rate to 4% and it was raised to 4|% in January 
1963 and 6% in February 1965. The Reserve Bank has also been 
empowered to vary the deposits to be maintained by the scheduled 
banks with the Reserve Bank. The additional requirements are 
calculated to improve liquidity position of the scheduled banks. 
Apart from general credit control, the Bank exercises selective 
credit control. 

As a leader of banking organization, the Reserve Bank has 
extended facilities in the medium-term finance by assisting in the 
formation of Refinance Corporation. In the sphere of long-term 
finance, its help is available to Industrial Finance Corporation. 

(c) Maintenanoe of the Exchange Rate. In the third place, 
the Reserve Bank is entrusted with the task of maintaining the 
external value of the rupee at Is. 6d, sterling. To do this it is 
obligated to sell to any person, who pays the price in rupees, 
sterling not less than 10,000 in amount, for immediate delivery 
in London at a rate not below Is. 5-49/64d. for a rupee, and to 
buy sterling at a rate not higher than Is, 6-3/16d. for a rupee. 
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Moreover, it has to meet the ODvemment requirements of sterling 
in Jjondon for which it buys sterling by weeWy tenders or at an 
intermediate tap rate. The Exchange Banks are enabled by this 
process to transfer funds conveniently from London to India. 

(d) Government Business. In the fourth place, the Reserve 
Bank carries out all banking business, including holding of money 
free of interest, for Central and State Governments. It has also 
to carry out their exchange and remittance operations and to 
manage the public debt. 

The remittance facilities provided by the Bank are a very 
important feature of its operations. To provide these facilities, 
the Bank maintains funds at all branches of the State Bank of 
India and at Government Treasuries. The concession rate of 
remittance was later extended to 52 non-scheduled banks and 10 
indigenous bankers who are on the bank’s approved list. 

(e) Clearing Houses. In the fifth place, the Reserve Bank 
works the Clearing Houses and saves movements of cash from 
bank to bank. The most important clearing houses are at Bom¬ 
bay, Calcutta, New Delhi, Madras, Kanpur, Nagpur and Bangalore 
besides nearly 30 others. These are autonomous institutions and 
so far the Bank has not found it necessary to interfere with their 
working. The total value of cheques cleared in India during the 
year 1963-64 came to Rs, 1400.71 crores against Rs. 553,18 crores 
in 1950-51 and 1045.89 crores in 1960-61. The great increase in 
the use of cheques shows that the habit of banking is growing 
in India. 

(f) Agricultural Credit Department. In the sixth place, the 
Reserve Bank has an Agricultural Credit Department with an ex¬ 
pert staff, the functions of which are: (a) to study all questions 
of agricultural credit and to be available for consultation to all 
banks, and (b) to co-ordinate the operations of the Bank, in con¬ 
nection with agricultural credit, with State co-operative and eom- 
merieal banks. Thus its duties are mainly of an advisory character 
and it cannot render direct help. 

The Department continued to study problems connected with 
the co-operative movement, land mortgage banks, debt legislation, 
regulation of money-lending, warehousing legislation, marketing 
and other cognate matters. The services of the Department are 
being utilised more extensively than before. The Department haa 
published many brochures on co-operative movement in other coun¬ 
tries, as well as conducted detailed enquiries into the working of 
co-operative movement in some selected States of India, namely, 
Assam and Bombay. 

The Department has taken steps to show that the Reserve 
Bank’s attitude in the matter of accommodation to co-operative 
banks is very favourable. As a result, the Reserve Bank being 
apptoaehed more frequently for help. Besides the concefisioniii 
rate of i per cent (which is 2J% below the Bank rate) permissible 
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mder section 17 (2) (b) and (4) (e) to co-operative banks, the 
concession is also being extended to advances under section 17 (4> 
(a) subject to the condition that the credit is strictly utilised for 
seasonal agricultural operations and the marketing of crops. The 
period of such loans has been extended from 12 months to IS* 
months. 

As a result of the recommendations of the All-India Bural 
Survey Report, the co-operative agencies for rural credit are being- 
re-vitalized, storage and warehousing facilities as well as banking- 
faciliiies are being provided in rural areas. A Central Warehous¬ 
ing Corporation has been set up and similar bodies are being set up 
in the States. 

• 

Five National Funds have been created. Two of these, name¬ 
ly, the National Agricultural Credit (Long-term Operations) Fund 
and the National Agricultural Credit (Stabilization) Fund have 
been set up under the Reserve Bank of India (Amendment) Act,. 
1955. The aim of National Agricultural Credit (Long-term Opera¬ 
tions) Fund, set up with an initial capital of Rs. 10 crores, is to- 
make long and medium-term loans to State Governments to enable 
them to contribute to the share capital of co-operative societies and 
land nTortgage banks. The Stabilization Fund is usd to supply 
medium-term loans and advances to Stale (^o-operative banka to* 
convert their short-term credit into medium-term credit when 
necessary as a result of drought, famine or other natural calamities, 

(g) Management of Public Debts. In the seventh place, the 
Reserve Bank has to manage the public debt of India and to float 
and buy off loans on behalf of State Governments. Now India’s 
public debt is almost wholly internal. Every year the Central 
Government and the State Governments float new loans for develop¬ 
ment and other purposes. Several loans also mature for payment. 
It is the duty of the Reserve Bank to manage all this as successfully 
and efficiently as possible. 

(h) GoUection of Statistics. Lastly, the Reserve Bank acts as 
an agency for the collection and dissemination of financial infor¬ 
mation and statistics. It submits to the Government a weekly- 
account of its Issue and Banking Departments. Besides, it pub¬ 
lishes monthly statistical tables relating to banks in India and an 
annual Report on Currency and Finance. Under the new Act of 
1949, it also submits to Government an annual report on the trend 
and progress of banking in India, a very useful compilation. It 
compiles and publishes statistics on co-operative movement and 
Balance of Payments. 

(i) Training of Personnel. A Bankers' Training College haa 
been established to impart practical training in banking to the 
supervisory staff of commercial banks. Arrangements for the 
training of co-operative personnel have also been made at a number 
of places. The facilities provided by the Reserve Bank are great¬ 
ly appreciated. 
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jLQhieremeiitfl of the Besenre Bank 

The policy of the Eeserve Bank since its inception in 1935 
hajs been directed on right lines and its achievements so far, special¬ 
ly since its nationalisation, have been of no mean order, as is clear 
from the following review: 

(i) The Bank rate, which used to vary between 7 and 9 per 
^ent, was brought down to 3 per cent in 1935. It was raised to 

in 1951, to 4% in 1957 and to 4i% in January 1963. In 1964 
it was raised to 5% and in February 1965 to 6% only to relieve the 
inflationary pressure. On the whole, it has been maintained at a 
.steady level. Thus the Bank has succeeded in lowering the general 
rate of inteij^t in the country. 

(ii) The seasonal fluctuations in money rates have been elimi¬ 
nated, while place variations have tended to disappear. The main 
pressure of seasonal demand, when the crops have to be moved 
<lown from upcountry, has been well met. 

(iii) The Keserve Bank has introduced very cheap remittance 
•facilities which have been widely availed of by the public sche- 
<iuled banks, the Government and co-operative societies. Tele- 
igraphic transfers issued through the Reserve Bank during 1963- 
<64 amounted to Rs. 4,444 erores as against Ks. 791.6 erorcs in 
1950-51, Rs. 1079.8 erores in 1955-56 and Rs. 2,811 erores in 
1960-61. 

(iv) The Bank has achieved a remarkable measure of success 
in the management of the public debt. It repatriated between 
J939 and 1955, Rs. 442 erores of sterling debt, out of a total of 
Rs. 469. erores, funded the railway annuities and made ample 
provision for the payment of sterling pensions and furlough 
allowances in England. In addition, it has floated loans for the 
•Central and State Governments at low rates. It has also pro¬ 
vided ‘ways and means’ expenditure through Treasury Bills. 
'Total amount outstanding at the end of 1963-64 was Rs. 1,381.95 
-erores nearly against Rs. 373 erores in 1950-51 while the total 
Amount sold in favour of the Reserve Bank in this year comes to 
Rs. 5,248.72 erores. 

(v) The Bank has kept the exchange value of the rupee stable 
at Is. 6d. in spite of very trying times. For this purpose it under- 
iakes to purchase and sell sterling. 

(vi) One of the most creditable achievements of the Reserve 
"Bank has been in respect of the great, though indirect, stimulus 
that it has given to the development of banking in the country. 
Its very presence in the money market and control over the banlm 
have led to banking development on sound lines and has inspired 
the confidence of the public in the banking system. The notable 
part it played in averting banking crisis in Bengal in 1950 de- 
«erves special mention.' 

(vii) A remarkable achievement of the Bank has beea tlto 
passing of the Indian Banking Companies Act, 1949 and subate- 
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quently working it efficiently. It has set up a Department of 
Banking Operations to administer the provisions of the Act. In 
1955, it started regular inspection of banks. Defects which arb- 
noted are pointed out and suggestions for rectifying are made 
and progress report regarding corrective steps taken are called 
for. 

(viii) The Reserve Bank has done valuable work to develop* 
rural credit in India, It maintains a special department to ren¬ 
der expert advice regarding coroperative credit. By the Reserve 
Bank Amendment Act, 1952, the Bank has been enabled to en¬ 
large its scope for lending to the co-operative banks. Courses of 
training for personnel in co-operative banking liave been arrang¬ 
ed. Long-term Credit Operations Fund and Credit Stabilization 
Fund have been established under the Bank to provide long-term 
and medium-term credit to agriculturists. After the publication 
of the all-India Rural Credit Survey Report, an integrated sys¬ 
tem of rural credit was adopted and steps taken to expand rural 
credit in India, 

(ix) As a bankers’ Bank, it has got powers to regulate and 
control operations of scheduled, non-scheduled and foreign banka- 
in the country. It successfully tackled the problems of war 
finance such as the floatation of loans, the repatriation of sterling^ 
debt and the administration of exchange control. Besides, the 
successful financing of the Five-Year Plans through various de¬ 
vices is another feather in its cap. On the one side, inflation has. 
been controlled, on the other, money and credit have been pro¬ 
vided for urgent multi-purpose projects while deficits in balance 
of payments have been kept under control. 

(x) The Bank has done a good deal of research and has for 
the purpose a department staffed by competent economists and 
statisticians. It has organized a separate Balance of Payments. 
Division. At its suggestion, statistics of national income, which 
are an important indicator of economic activity, are being com¬ 
piled, 

(xi) It also issues a monthly bulletin which provides a varied 
store of facts and figures regarding economic conditions in the 
country as well as valuable articles on problems of the day. 

(xii) It has played an important part in organizing the In¬ 
dustrial Finance Corporation to provide long-term finance to in¬ 
dustry. Since 1952, the bank also dispenses short-term credit to 
the Corporation. It has also organized Refinance Corporation for 
medium-term finance. 

(xiii) In times of stringency in the money market and in tho 
busy season, the bank advances large amounts. This has given 
needed elasticity to the currency of the country. 

(xiv) An event of outstanding importance in 1952 was the 
introduction of the bill market scheme through which loans are- 
ipyen by the Reserve Bank on the aecurity of usance promissory 
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iiotes. This has initiated a bill market in India thus tending to fill 
a very big gap in the Indian money market. The shares and bonds 
of the Industrial Finance Corporation, debentures of land-martgage 
banks and bonds issued under the Air Corporation Act, 1953, are 
also given the privilege of being treated like Government securities. 
It has imparted considerable measure of elasticity to the credit 
system of the country. 

(xv) The statistics regarding scheduled banks show that they 
are maintaining even a lower percentage of cash to liabilities than 
banks in U.K. and U.S.A. This is all due to the efficient guidance, 
aupervision and control of the Keserve Bank of India. 

(xvi) 'The Oontrol of Credit. ^Tho recent policy of the Bank 
for credit restrictions and monetary discipline has been a major 
factor in controlling inflation in the country. The rise in the 
Bank rate and the Bank’s declaration that it would not buy Gov- 
eTiiment securities for financing seasonal requirements of banks 
have had the desired result of reducing prices. The credit and 
monetary policy of the Reserve Bank was governed by two con¬ 
siderations of assisting a growing economy and restraining in¬ 
flationary pressures. The policy was one of controlled expansion. 
It raised the lending rates but made discriminating purchases of 
< 3 k)vernraent securities 

General Credit Control. For purposes of general credit con¬ 
trol, the Bank has been relying mainly on the three-tier system of 
elites on scheduled banks’’ borrowings and higher rates enforced 
on lendings by banks in October, 1960. In February, 1965, the 
Bank rate was raised by 1% to 6%. This was a second increase 
within four months. Simultaneously the Reserve Bank announced 
an increase from 9% to 10% in the ceilings on the rale for ad¬ 
vances, overdrafts, discounts. Higher ceilings were also set on 
deposit rates for short-term deposits. It also prescribed a mini¬ 
mum rate of 4% for savings. These measures sought to induce 
caution among banks in resorting to central bank credit, as also 
to curb non-essential borrowings from banks. 

The Bank has, however, operated its general credit control in 
a flexible manner with adjustments so as to meet the credit needs 
of the specific sectors. Thus the bank expressed its willingness 
to sanction larger limits to banks under the Bill Market Sclierae 
on bills by sugar and jute mills. Similarly, with a view to en¬ 
couraging banks to afford increased assistance to small-scale indus¬ 
tries and co-operative sector, the basic quota allowed to each bank 
for borrowings at the Bank rate was enhanced by an amount equi¬ 
valent to increase in the average of their loans to small-scale in¬ 
dustries and co-operative institutions. This scheme came into 
‘force in January 1962. 

* Selective Credit Oon^l. Apart from measures of general 
‘ 'cYedit'control, ^he Bank for the first time in May 1956 made use 
' ‘of‘selective credit controls. It issued directive to banks to J?efrai4 
* from' excessive lending against foodgrains, sugar, groundnuts'anj'' 
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shares. The selective credit controls are operated with suitable 
tttodifications in the light of the demand and supply position ef the 
controlled commodities. In operating selective credit controls, an 
attempt is made to ensure that banking expansion is not hinder^* 
edj Accordingly, provisions of the Bank directive were relaxed 
in favour of offices of banks opened after January 1, 1958. 

The Bank follows an active monetary policy adapted to the 
changing tempo of the economy. For instance, with a view to 
restraining the excess monetary demand in the economy, the credit 
restraint measures were intensified in May 1960 by raising the 
additional reserve requirements and later in September through 
the system of slab rates and also through a directive requiring the 
banks to step up their lending rates. But later with a view to 
casing the pressure of seasonal stringency, the Bank relaxed these 
measures. Thus these controls are exercised in a flexible manner. 

Anti-inflationary measiires. On March 11, 1960, the Reserve 
Bank unleashed four monetary weapons from its anti-inflationary 
armoury. Immediately the fall in the share market reflected the 
restraining influence of the four-pronged credit squeeze. Among 
other things, 25% of the additional bank deposits was to be im¬ 
pounded. The scheduled banks were required to maintain with 
the Reserve Bank additional reserves equivalent to 25% of the 
increase in their deposits over and above the minimum statutory 
reserves, i.e., 5% against demand deposits and 2% against time 
deposits. The Reserve Bank would of course pay interest on these 
extra deposits to compensate the banks. From May, the additional 
reserve was raised to 50% of the increase in deposits. The im¬ 
mediate effect was to slacken the rate of credit expansion. Also, 
the minimum margin requirenamt for bank advances against 
equity shares was raised to 50%. This was done to ensure effective 
implementation of the already prevailing selective credit control 
measures. Substantial inquidity of the banking system, the mark¬ 
ed expansion of money supply and bank credit and their impact on 
the price level had been a cause of anxiety and led to the adoption 
of these measures. The improvement in the supply and price situ¬ 
ation led to the relaxation of some of these controls in 1962. 

The soaring prices in India have been causing grave concern 

* to all concerned, the Government and the public. The real cause 
of a continuous and steep rise in prices is an imbalance 

'between the rate of monetary expansion and real output growth. 
The expansion in money supply at a rate well ahead of the increase 
in real output, which marked the first three years of the Third 

• Plan, is particiilarly sharp in the last year. With a view to correct¬ 
ing this imbalance the Reserve Bank raised on the 25th September 
1964, the Bank rate from 4|% to 5%. The Reserve Bank also 
simultaneously introduced a more orderly deposit rate structure 
to make the long-term control deposit rates more attractive. This 
was calculated to assist deposit mobilisation. Thfe present narrow ^ 
spread between the interest rates on short and long-term deposits 
were not conducive to the process of deposit mobilisation. 
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In addition the Existing mechanism of credit control is being- 
modified. Hitherto the borrowings of scheduled banks from the 
Reserve Bank were being regulated through a system of quotas. 
The Reserve Bank has now (September 1964) decided to introduce 
a system under which the cost of commercial banks^ borrowings 
from the Reserve Bank will be linked to the actual level of credit 
extended by the commercial banks in relation to their own re¬ 
sources. ^Thus, the emphasis will be on increased cost, rather than 
a direct restriction of the availability of credit from the Reserve 
Bank, to secure the needed restraint. In this way, genuine pro¬ 
ductive requirements of the economy will not be affected. The 
new system is intended to ensure economy in the use of Central 
Bank rediscount facilities through a higher interest rate structure. 

(xvii) An official credit information bureau, at the head¬ 
quarters of the Reserve Bank in Bombay, has been set up to advise 
the banks on consolidated banking commitments of their borrow¬ 
ers. This will enable the banks to detect excessive borrowing 
by individuals, enterprises or industries. Tt will be a milestone 
in the development of a healthy credit structure in the country’s 
economy. It will also serve the dual purpose of indirect control 
on credit structure by the central banking authority and of en¬ 
suring safety of funds of banks. It will prevent a customer from 
overtrade or from bolstering up an unstable position by borrowing 
over a wide field and using some credits to repay other borrowing.'? 
which have been outstanding over a long period. Every bank 
would know the extent of a borrower’s overall indebtedness. Such 
credit information bureaux are functioning in several European 
countries particularly in France. 

Wh«re the Bank has failed 

The achievements mentioned above are no doubt creditable. 
But there are a number of tasks undone and expectations unful¬ 
filled by the Bank. A few errors of commission can also be laid 
at the Reserve Bank’s door: 

(i) The most serious failure of the Bank has been that the 
indigenous and the modern sectors of the money market have not 
yet been linked together. It is not yet in a position completely to 
control the credit situation in the country since the indigenous 
system remains outside its influence. It is not merely a question 
of extending its hold on the indigenous part. But the seriousness 
of this failure arises from the fact that the indigenous banking 
system (which preponderates in the credit system of the country), 
cannot avail of greater and cheaper facilities of rediscount, re¬ 
mittance and loans from the coiintry’s central bank. 

(ii) Till the end of 1951, the Bank failed to develop for 
finamcing trade and industry, the use of bills which are the bast 
method indeed for the purpose. A beginning in the developraiatot 
of a bill market was, however, made in January 1952. 
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(iii) A very serious fault that can be found with the bank 
is the passive and surrendering role which it played in the financ¬ 
ing of the War. It became a willing tool in the handa of the 
foreign government with the result that the country was plunged 
into serious inflation. 

(iv) The Bank has not taken any concrete steps towards 
starting an Indian exchange bank. The monopoly of ^he foreign 
exchange banks continues, much to the detriment of Indian 
interests. 

(v) The bank cannot also escape criticism for its passive and 
rigid attitude to the failure of banks in the country in the early 
years of its life. The failure of the Travancore and Quilon Bank 
is a ease on the point. Now the Bank is fully alive to its res¬ 
ponsibilities in this connection. 

(vi) However admirable the research conducted by its Agri¬ 
cultural Credit Department, concrete achievement in respect of 
improving agricultural credit has been negligible. Only in recent 
years it has done sojnething in this connection under the Integrat¬ 
ed Scheme of Bural Credit recommended by the All-India Rural 
Ckedit Survey Committee. 

(vii) The Reserve Bank has not succeeded in keeping stable 
the internal value of the currency unit. This is admittedly an 
important function of a central bank. The reason for the failure 
of the bank in this direction was that the Indian money market 
was not one organism. Besides, India was not a free country till 
recently. Thus while the H.K. avoided inflation and higher prices, 
India was saddled with inflation and sterling assets. The bank 
was helpless and failed to bring down prices. 

In spite of the above unfulfilled expectations and errors of 
commission, the achievement of the bank made a very impressive 
and convincing reading. The bank has truly followed national 
and constructive policy after the country became independent. 
Now that the bank has been nationalised as well as vested with 
greater powers, we may look forward to a further career of still 
greater service in the cause of country’s economic advance. Its 
recent performance, particularly relating to credit and banking 
regulation, control of inflation, promotion of a bill market, and im- 
l)rovcment of rural ajid industrial finance, is very creditable. We 
can conclude by quoting Jather and Beri: “The actual workhig 
of the Reserve Bank justifies the claim that it inaugurated a new 
era of financial stability, bankixig reforms, and extensioii and re- 
orhmtatum of the money market.” 

Shortcomings of the Indian Honey Market 

Since the establishment of the Reserve Bank and the passing 
of the Banking Companies Act of 1949, the banking system in the 
country has been improved and stren^hened in several respects. 
All the same, the following shortcomings of the Indian money 
market may be noticed: 
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(i) The most obvious shortcoming of the Indian banking 
system is its utter inadequacy. For a country of the 
size and population of In^a, the number of banks and 
other credit institutions is ridiculouslj’^ small. 

(ii) The banking development is also very uneven. A large 
number of banking offices is concentrated in big towns 
«.nd the rural areas arc particularly devoid of modern 
banking facilities. At the end of 1958 only 180 bank¬ 
ing offices were in places witli a population of below 
5,000. 

(iii) The Indian banks are comparatively much smaller in 
their working capital. There are only 79 scheduled 
banks (19C3), i.e , banks having a paid-up capital of ") 
lakhs and over. The State Bank, the biggest of the 
Indian scheduled banks, has only l/3rd of the deposits 
of the National Provincial Bank which is the smallest 
of the big five banks in U.K. The per capita deposits 
are also very low—Rs. 23 against the equivalent of 
Rs. 2,923 in U.S.A., Rs. 1,505 in Australia and Rs. 97-1 
in U.K, This disparity is much greater than the dis¬ 
parity in per capita national income of the countries 
concerned. 

(iv) The tndian banking system is not a diversified system 
Almost all banks are of the same type, i.e., commercial 
banks. There are no industrial banks (some corpor¬ 
ations have been set up in recent years), no adequate 
facilities for agricultural finance (and the country is 
primarily and predominantly agricultural), no foreign 
exchange bank, no municipal saving banks, etc. 

(v) The whole banking system is split up into fragments 
lacking co-ordination. The rest of the Indian joint- 
stock banks are very jealous of the jnivileged position 
of the State Bank and the vast resources of the foreign 
exchange banks, and suffer seriously owing to their com¬ 
petition. The abseue(‘ of close link between the indigen¬ 
ous and modern banking is ])artieular]y serious, because 
in its absence adequate rural credit facilities cannot be 
provided. 

(vi) The working of the various parts of the banking system 
is also far from satisfactory. While the defects of the 
indigenous part are innumerable and obvious, the 
modem part is also not free from shortcomings (these 
defects have been mentioned earlier). 

(vii) The cash credit system is the basis on which credit is 
created in India and the use of bills is not common. The 
rcstdt is that the credit is costly and the money market 
lacks liquidity and elasticity. This is so because finapu^ 
is not available by means of instruments which fine 
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banks can conveniently convert into cash and thus 
strengthen their financial position. 

(viii) A very serious defect of the banking system is that it 
is not fully amenable to credit control by the Reserve 
Bank. By far the larger part (viz., the indigenous part) 
lies outside the sphere of Reserve Bank’s control. Over 
the modern part too credit control i« not completely 
effective. 

Some of the flaws have been removed recently by the Reserve 
Bank. Bank credit has greatly expanded. An efficient machinery 
has been established for credit control. The policy in regard to 
the financing of seasonal requirement has changed. Thus the con¬ 
trol of the Bank over credit expansion has increased and credit 
inflation checked. Above all, steps have been taken to create a 
bill market. 

There are, no doubt, a number of banks whose working needs 
improvement, but, on the whole, the banking system is sound. 
Post-war banking legislation has greatly strengthened the Indian 
banking structure. The Reserve* Bank has now an intimate know¬ 
ledge of the working of commercial banks. Steps have also been 
taken to provide more credit to co-operative banks as well as to 
establish apex eo-operative banks in States where they did not 
exist. 

As a result of powers acquired recently, the Reserve Bank 
can control the money market fairly effectively. During the last 
few yeai-s, it issued a number of directives to scheduled banks to 
desist from credit ex]mnsion against specified commodities. It can 
also vary the reserve, maintained with it. Tlirougli oi)'’n market 
operations and th^e bank rate, it can control the bank credit. The 
Reserve Bank is m a position to ensure operational eflicieney and 
integrity of commercial banks. 

Although there are a few weak spots, the Indian Banks are 
sound and vigorous from the [)oint of the safety of de])osi1s. 
Among tlie problems which still require consideration relate to the 
adequacy of capital and ro.serves. strengihening of the capital base 
and insuring that the additional capital was as wisely held as 
possible, lack of expeditious legal process against guilty 
managements and adequate training facilities for the staff. There 
is also a paramount need for rationalisation by eliminating un¬ 
economic or weak units and establishment of sound banking tra¬ 
ditions. With the rapidly increasing deposits, the percentage of 
capital and reserve to deposits had dropped to a dangerously low 
level ()1.96% in 1959). This requires serious thought. The setting 
up of the Deposit Insurance •Corporation jn 1061 is a great step 
forward. It will infuse eonfidenee in the depositors and foster 
banking habits among the people. It will cover deposits not ex¬ 
ceeding Rs. 1,500. 
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Beoent Trends In Banking 

Daring World War II and the immediate post-war years, the 
Indian joint-stock banking made rapid progress on account of in¬ 
flationary situation, cheap money conditions and lack of adequate 
supervision and control. There was a phenomenal increase in the 
deposits and the number of banking offices. But the development 
was only quantitative* and not qualitative since a number of de¬ 
fects had cropped up in the banking system, e.g., the defective 
lending and branch banking policy, absence of liquidity of assets, 
monopoly control, undesirable manipulation of accounts, etc. 

The Partition and its aftermath gave Indian banking a tem¬ 
porary setback. Those banks which were operating in areas now 
in Pakistan were very adversely affected. They had to close down 
their offices leaving the assets unrealised. A number of these banks 
had to suspend payment. However, the banking system as a 
whole weathered the storm successfully. 

As for individual trends, the number of scheduled banks has 
remained almost steady since 1947 (94 at the end of 1951, 89 in 
1956, 93 in 1958,94 in 1959, 94 in 1960, 83 in 1962 and 79 in 1963). 
The number of‘ non-scheduled banks has, on the other hand, steadi¬ 
ly declined from 425 in 1952 to 354 in 1956 and 290 in 1958, 249 
in 1960 and 213 in 1962. The number of banking offices also fell 
for some years: 1946—4,886, 1947—4,819, 1950—4,310, 1953—4,021. 
The decline has been specially marked in the case of non-seheduled 
banks: 1946—2,029, 1950—1,545, 1955-1,247, 1957—1,112, 1958— 
981, 1959—925 and 1960—885. Tliis ia due to the fact that some 
banks have been declared to be non-banking companies in terms of 
the Banking Companies Act of 1949. 

The amalgamation of banks was another cause of a fall in the 
number of banks. In recent years, however, there has been steady 
increase in the number of bank offices of the scheduled banks. It 
increased from 2,646 in 1951 to 2,838 in 1955, 2,953 in 1956, 3,263 
in 1957, 3,619 in 1958, and 4,141 in 1960. The total number of 
offices of both scheduled and non-seheduled banks rose to 5,271 in 
1962. The branch expansion was, however, smaller than in 1960 
and much smaller than in 1959. The overall increase in the ag¬ 
gregate number of offices of commercial banks in 1963 (318) was 
much larger than in 1962 (152). At the end of 1963, the number 
of offices of scheduled and non-scheduled banks stood at 5,032 
and 510 respectively. Recently the process of consolidation and 
strengthening of the banking system through schemes of com¬ 
pulsory mergers has been taken further. 

Under the impetus of the higher Plan outlay, the expansionary 
trend in the economy has been more and more marked. There has 
been mounting demand 'for credit by trade and industry without 
any commensurate expansion in the resources. The monetary au* 
thorities have been following a policy of selective credit control 
apart from general restriction on the quantity of credit operj^ted 
through the raising of lending rates. However, attempt has been 
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made to ensure that flow of credit for genuine commercial and in¬ 
dustrial needs is not checked. On the whole, the banking system 
in India has stood up to the responsibilities thrown on it by the 
process of economic development. 

With the greater rate of investment in the economy, banking 
business as represented by advances and deposits has been rising 
to higher levels. Large deposit expansion has been a very striking 
feature of the banking in recent years. This was partly due to the 
liardeniiig of interest rates on fixed and saving bank deposits and 
partly to the fact that some portion.s of newly generated incomes 
must have gone into bank accounts. In the First Plan period, the 
bank deposits increased by an average of Rs. crores a year, 
whereas the average increase during the Second Plan was Rs. 167 
crores a year. Tlie scheduled banks’ aggregate deposits rose by 
Rs. 233 crores in 1962 and by Rs. 283 crores in 1963, the rate of 
deposit growth being 13.7% in 1962 and 14.7% in 1963. Deficit 
financing by Government was the major factor responsible for 
faster growth. The aggi'ogate deposits on last Friday in 1950-51 
were Rs. 880.01 crores, in 1955-56 Rs. 1,043.15 crores, in 1960*61 
Rs. 1,746.06 crores, in 1961-62 Rs. 1,921.87 crores, in 1962-63 
Rs. 2,042.26 crores and in 1963-64 Rs. 2,285.24 crores. There has 
also been a significant cha^nge in the structure of deposits. De¬ 
mand liabilities formed 67.3% of the average liabilities at the end 
of 1951, but fell to 60.5/t at the end of March 1956 and 43.5% at 
the end of March 1961. Gn the other hand time liabilities ex¬ 
panded four times over the decade, the proportion rising from 
32.7% at the end of 1950-51 to 56.5% at the end of 1960-61. From 
1960-61 to 1963-64, the demand liabilities increased from Rs. 691.68 
crores to Rs. 960.30 crores and time liabilities from Rs. 1,054.23 
crores to Rs. 1,233.93 crores. 

In 1960-61, there was a record ''xpansion (18%;) of Bank cre¬ 
dit. This indicated larger investment activity both in •the public 
and private sectors, the need for financing large stocks with in¬ 
dustry and trade and rwing prices especially of industrial raw 
materials and manufactures. The Bank credit during the Second 
Plan period went up by 76% as against 39% -in the First Plan 
period. This is an impressive growth. The credit-deposit ratio 
was 70.12% at the end of 1963. 

In 1963, the banking system experienced the full impact of 
the emergency. There were mounting defence outlays super¬ 
imposed on the usual seasonal demand on banks for credit. The 
inflationary impact necessitated a policy for credit restraint. 
Accordingly, the Reserve Bank tightened its credit policy. As a 
consequence, credit expansion in 1962-63 busy season kept more 
or less at the same magnitude as the previous busy season expans¬ 
ion, viz., around Rs. 200 crores. The seasonal expansion in bank 
credit coincided with a marked slowing down in the rate of de¬ 
posit growth (5.1% as compared with 9.5% in the previous busy 
.season). Still the credit deposit ratio touched a peak of 80,1% 
on April 12,1963 as compared to 78.5% in the previous busy season. 
But in 1963 slack season, there was a sharp increase in deposits 
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owing to accelerated tempo of Government outlays on defence and 
development. The larger contraction in credit, together with 
greater accretion to deposits, led to a substantial drop in the credit- 
deposit ratio from 78.6% to 67.4% over the slack season. But 
the relaxation in credit policy, on the eve of the 1963-64 busy 
b(‘ason credit expansion, tended to become too rapid and in early 
March it exceeded Rs. 300 crores. 

Financial stringency is a common characteristic of a phase of 
<*conomic boom when investment tends to outrun savings. In an 
underdeveloped economy, which has embarked upon rapid de¬ 
velopment, the boom phase tends to be continuous and ^ancial 
stringency, which is its normal accompaniment, is likely to be more 
than tem})orary. In a situation like this, steps have to be taken 
to restrain excessive diversion of the limited supplies of credit 
for less essential, though more profitable and therefore more at¬ 
tractive, uses. Credit has to be diverted, on the other hand, to 
specific essential purposes. The Reserve Bank’s credit control 
policy was directed to tlie realisation of these objectives. 

The emphasis of credit policy was on ensuring adequate flow 
of credit to industrial and other developmental activities. Indus¬ 
trial advances as a proportion of total bank advances increased 
from 34.3% at the end of 1955 to 44.7% at the end of 1960, to 53% 
in 1961 and to 57% in 1963. This show.s the growing importanee 
of the secondary sector in the national economy. The rise in in¬ 
dustrial advances was mostly at the expense of commercial ad¬ 
vances whose ])roportion in the total shrank from 49.3^ in 3955 
to 32.8% at the end of 1960, 36% in 3961 and 33% at the end of 
March 1963. Of the increase in scheduled bank credit in the First 
Plan period, industries accounted for 419<. Bank credit to in¬ 
dustry during the years 3956-60 accounted for a much larger pro¬ 
portion because of acc(‘lerated industrial development during the 
Second Tflan. Over the decade 1951-60 industrial credit increased 
by two-thirds of the total increase in bank credit. On March 31, 
1963, of the scheduled banks’ advances, industry accounted for 
57.2%, eommeree 27.6% and agriculture 0,3*^. Another fact 
which indicates the broadtming and growing diversification of 
Indian economy is the continuing.pressure of credit demand even 
in the slack season. 

The outstanding amount of borrowings under the Bill Market 
Scheme at the end of each of the last few years has been higher 
than those against the Government securities. This clearly shows 
that the scheme has become a permanent and useful part of central 
hanking meebanism. 

A very important recent trend in Indian banking is the in¬ 
creasing extent of credit control by the Reserve Bank. The success' 
of the recent credit restriction policy of the Reserve Bank amply 
bears that out. The Reserve Bank has come to occupy a position 
of greater prestige and influence so that the lead giv^n by it is 
followed much more readily than before. Within the policy of 
overall credit control selective credit controls are operated with 
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outside modifications in the light of the demand and supply posi¬ 
tion of the controlled commodities. 

In view of the inflationary impact of the emergency, the Re¬ 
serve Bank, for the first time, set a ceiling to the total amount' 
which a bank could borrow from the Reserve Bank and a modified 
system of tier lending rates. On January 2, 1963, the Bank Rate 
was raised from 4% to 4i%. Simultaneously, the system of bor¬ 
rowing quotas and lending rates was simplified by merging the 
first two slabs. On the eve of busy season, i.e., on October 30, 1963, 
tlie Reserve Bank liberalised its credit policy. 

A measure of credit elasticity has lately been imparted to the 
Indian banking system by the introduction of the bill market 
scheme. As a result credit is contracted in the slack season and 
expanded in the busy season. 

In 1961-62, some important banking developments took place. 
Tlie Deposit Insurance Corporation was set up in January 1962 
with the objective of giving a measure of protection to depositors 
to a si)eeified extent (at present fixed at Rs. 1,500 per depositor) 
from the risk of loss in the event of bank failures. Steps were 
tak('n to strengthen the capital base of banks. The bajiks whose 
reserves were less than their paid-up capital were to continue to 
transfer 20% of their declared profits till the reserves and paid-up 
capital formed 6% of total deposits. Export credit facilities were 
increased and remittance facilities were farther liberalised. Estab¬ 
lishment of Agricultural Refinance Corporation in July 1963 and 
of Industrial Development Bank in July 1964 were the other recent 
developments. 

In conclusion we can say that the period since Indei)eudence, 
more ])articularly since the passing of the Banking Companies Act 
in 1949, has been one of a fair measure of consolidation of bank¬ 
ing though not of its expansion. This has been made possible by 
(a) bank legislation with its desirable restrictions on the organis¬ 
ation and working of banks, (b) the wide powers eojiferred on 
the Reserve Bank by the Act of 1949, and (e) the judicious man¬ 
ner in which the Reserve Bank has been discharging its responsi¬ 
bilities and exercising its powers of supervision and control, the 
managements of banks have been showing greater sense of res¬ 
ponsibility. With the completion of this consolidation, the Indian 
banking will soon be ready for another stride in the process of its 
expansion in the wake of economic development upon which we 
have already embarked. 

In the last few years, banking in India has made impressive 
advance. Deposits have shown a high rate of increase which is 
indicative of success in banks’ efforts at deposit mobilisation. In 
this task, branch expansion pri)gramme has played notable part. 
The process of weeding out inefficient and uneconomic units and 
merging w^eaker units with stronger ones has also helped to streng¬ 
then the banking structure. The introduction of a scheme of de¬ 
posit insurance has given a measure of protection to the depositors 
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wbich may be expected to Bustain and increase public confidence 
in the banking system. The accelerated growth in deposits, how¬ 
ever, has not been adequate to meet all demands for bank credit 
comfortably. The credit-deposit ratio has tended to rise and cor¬ 
respondingly the proportion of liquid or near liquid assets has 
declined. The onset of emergency heightened the acuteness of the 
problem. The banking system had to gear itself to defence effort 
while maintaining the rate of development. 

Rural Banking FadUties 

By banking facilities we obviously mean facilities both for 
keeping one’s savings in the form of deposits and for obtaining cre¬ 
dit for business purposes. When we look round, we find that the 
position in respect of banking facilities in our rural areas is at 
present far from satisfactory and hajs been acting as a serious 
drag on agncultural progress. The most serious aspect is the utter 
inadequacy of such fadlities. Commercial banks are not to be 
met with in the rural areas. In spite of rapid increase in the 
number of banking offices in recent years, the rural area^ continue 
to remain unserved as before, because the banking offices are 
concentrated in the large cities and towns. The offices of the 
commercial banks do not go beyond the district or taluqa (Ichsil) 
headquarters. According to the Rural Banking Committee as 
many as 492 places, which are either district or taluqa headquar¬ 
ters, are also without any modern banking facilities. Partial bank¬ 
ing facilities (acceptance of deposits only) are provided by l*ost 
Office Savings Banks, but their number is indeed very small. The 
Rural Banking Enquiry Committee (1950) found that there were 
only 6,401 such banks in the rural areas (against 5 lakh villages 
in the country). 

Considering the number of villages in the country, 3,41,841 
eo-operative m'edit societies (in 1961-62) are also not enough. And 
during the year agricultural credit societies advanced no more 
than Rs. 228.31 crorcs. The position in respect of long-term 
finance is most unsatisfactory since we had only 536 primary land 
mortgage banking sooietiee (1961-62) which advanced no more 
than Rs. 12,59 lakhs during the year. 

Among the other banking agencies in the rural areas is the 
money-lender. But we know that he does not accept deposits. 
Moreover, owing to the stringent legislation enacted in recent years 
in regard to money-lenders, this source of rural credit is fa&t de¬ 
clining. 

Indigenous bankers in the smaller towns and even in the 
bigger towns and cities do provide some banking facilities to the 
rural areas in the financing of agricultural marketing, but their 
activities are also seriously limited. 

Not only are the rural banking facilities most inadequate but 
all the agencies of rural banking suffer from very serioutii 
and auch facilities are very coatly aa well. That money-lender’s 
finance abounds in a multitude of serious defects and malpractices 
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does not need any labouring. Indigenous bankers also charge very 
heavy rates of discount, with the result that the agricultural seller 
gets much lower prices than are his due. While co-operative in¬ 
stitutions are well developed in Bombay and Madras, their work¬ 
ing and achievements elsewhere arc also not so satisfactory. The 
various defects in the working of the co-operative credit societies 
are also too well known to need elaboration. 

A vast extension of rural banking facilities is very badly 
needed, firstly, for finauciag agriculture (the premier national in¬ 
dustry) and trade in the rural areas, particularly the movement 
of agricultural crops, and secondly, for encouraging the habit of 
thrift and saving among the rural population and effectively to 
mobilize such rural savings for financing the country’s economic 
development. This latter object has assumed particular import¬ 
ance during recent years. The saving capacity of the rural people 
has appreciably increased on account of a clear shift in incomes 
from the urban to the rural sector. Unless banking facilities are 
l)rovided these rural savings will either be dissipated in consump¬ 
tion or will lie untajiped at a time when every single rupee of 
national savings is urgently wanted for economic development. 

Apart from this present shift in incomes even otherwise it is 
very desirable that rural banking facilities should be extended to 
make the mobilization of rural havings possible as a permanent 
and normal part of capital formation in the country. Most of the 
devclopmeiit projects needing internal capital are for agricultural 
development. It is the rural people who will benefit more than 
others from their completion. Why should they not be enabled to 
make their full contribution to raising at least a part of the neces¬ 
sary finance? 

It is gratifying that the need for extending and developing 
rural banking facilities has been fully realized by the Government. 
The Government haAC from time to time appointed special com¬ 
mittees to recommend suitable methods and steps for the purpose. 
The Gadgil Committee on Eural Finance, the Saraiya Committee 
on Co-operative Planning and the Rural Banking Enquiry Com¬ 
mittee (appointed in lf>49 and reported in 1950) have discussed the 
subject threadbare and have made very valuable suggestions. The 
last one of these Committees was concerned with the extension of 
banking facilities in rural areas mainly for mobilizing rural sav¬ 
ings. in making suggestions for the extension of banking facili¬ 
ties in rural areas, we shall, of course, have the benefit of their 
labour. 

Suggestions for Improvement 

The most important banking semdees immediately needed by 
the rural people are: (i) the acceptance of deposits, and (ii) the 
making of advances. 

In respect of the provision of short and medium-term credit, 
special emphasis should be laid on building a sound structure of 
primary co-operative societies. Commercial banks should also play 
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a greater role in rural credit than they do at present in attracting 
deposits, and in financing agriculture, particularly in respect of 
niarketing. The money-lender’s agency must, of course, be re¬ 
gulated and improved but care should be taken that it is not 
rapidly ousted till a satisfactory alternative machinery is estab¬ 
lished. For long-term credit, the number of co-operative land mort¬ 
gage banks, primary, as well as central, should be increased. For 
encouraging a deposit-making habit, the Post Office Savings Banks 
should be increased in number and made popular. 

These are only the main lines on which rural banking facilities 
should>e developed. But concrete measures must also bo suggest¬ 
ed for each of the above-inentioued types of banking agencies. 

Taking co-operative movement first, the following suggestions 
may be made. Apart from the efforts which the various {State 
Governments are making for assisting, reorganising and develop¬ 
ing the movement, additional facilities to co-operative institutions 
may be given in the shape of: (a) remittanec of funds at conces¬ 
sional rates through post offices, (b) relaxation, in the case of co¬ 
operative societies, of post office savings bank rules regarding the 
number of withdrawals per week and maximum deposits to be held, 
and (c) the approval of the co-operative banks and societies as au¬ 
thorised agents for the sale of National Savings Certificates. More¬ 
over, co-operative banks may be encouraged to make a greater 
use of the provisions for financial assistance at eoucessioiial rates 
from the Reserve Bank. 

In regard to extending the facilities offered by joint-stock 
commercial banks, tlie Government should take active steps in the 
following two main directions, viz., (a; to remove the existing im¬ 
pediments to their expansion and (b) to give positive facilities to 
their expansion in the rural areas. 

The impediments to the expansion of banks may be overcome 
by fighting illiteracy and conservatism through spread of education 
and the development of rural communications, mainly roads. 
Among the direct facilities may be unduded cheaper and free re¬ 
mittance facilities by the Reserve Bank, facilities for these banks, 
to keep their iron safes and chests for safe custody in the strong 
rooms of the Government treasuries and sub-treasuries; and the de¬ 
velopment of warehouses so that these banks may have good 
volume of business in agricultural bills supported by warehouse 
receipts. . As the Shroff Committee recommended, the Reserve 
Bank should work out a detailed scheme of financial assistance 
to licensed scheduled banks opening branches in accordance with 
an expansion programme submitted by them and approved by the 
Reserve Bank. The assistance may, for instance, take the form 
of a lump sura to cover part of the initial expenses of the branch, 
and a commission in respect of deposits collected over a prescrib¬ 
ed minimum. If necessary an assurance may be given to a bank 
opening a branch in an undeveloped area that, for » Hmitiad 
period (say, up to five years), no additional banking office wfll 
be allowed to be opened. 
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Recently, in «oine areas mobile banks have been started to 
serve a large number of villages and small towns. The number of 
such ‘banks on wheels’ should be increased. 

The Post Office Savings Banks are indeed specially suitable 
for collect in g savings from the less well-to-do people in rural 
areas. Accordingly, the number of post offices doing savings bank 
work in the rural areas should be increased and the following 
steps should be taken to make them more popular: (a) regional 
lauguage.s should be used to a greater extent than is done at 
present in the pass books, forms and notices used by these banks; 
(b) systematic propaganda should be conducted in the rural 
areas so that the rural public should take to these banks. 

Realising the important place which extension and reorgani¬ 
sation of the postal savings bank system occupies in the extension 
of rural banking facilities, the Government got a detailed investi¬ 
gation conducted very recently into the working of the system 
and a scheme of reorganisation has been drawn up. 1’his is being 
tried on an ('xperimontal basis in a few centres in Bombay. If 
found .suc'ccssful it w'lll be adopted on a large scale 

Efforts should be made to link up the indigenous bankers 
uith the Reserve Bank so that their capacity to finance agricul¬ 
ture may be niereased and .sueh finance may be cheapened as 
well. 

These are a few jiraetioal suggestions which, if acted upon, 
i\ill g(» a long way towards lomoving the more serious gafis in 
the hanking system of the country. To tlu'se, liowcvcr. may be 
added the very valuable suggestions made bj' the Committee of 
Direc'lion of the All-India Rural Credit Survey sponsored by the 
Reserve' Bank of India. (These suggestions and tin- aetion taken 
to im]ilcmenl these have already been outlined in the chapter on 
Agricultural Finance.) 

The jircsent utter inad(‘quac.\ on the one haiul and the great 
need on th(‘ other indicate the vast sco])e for tlie extension of 
banking facilities in rural areas. The rceeid shift in incomes to 
rural areas has further enlarged the scope. But ob.stacles to 
their extension are: (ij Illiteracy of the rural masses, (ii) 
Hoarding habit in the jicoplc. (iii) Inadequacy of rural com¬ 
munications, mainly roads. (i\) Less security as compared to that 
in town.s so that commercial banks are afraid of keeping large 
funds—this raises tlie problem of safe custody of their balances 
and cheap and easy remittance facilities, (v) Absence of ware¬ 
houses oti receipts of which commercial banks could lend, (’v'i) 
Tlie present complicated procedure of organised banking and of 
postal savings banks. Determined efforts should be made to 
overcome these obstacles. 

The International Bank for Reconstruction and Development 

When the World War was over the need for the rehabilitation 
of war-torn economies was urgently felt. Political measures 
alone could not solve the problem unless aeeompanied by raea- 
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sures of economic reconstruction. The need for these measures 
was recognized by holding international conferences like the 
at .San Francisco, the I.T.O. at Havana, the Brettonwoods 
Conference and the* creation of the International Monetary Fund 
and the International Bank. 

The World Bank, as it is briefly called, assists reconstruction 
and development in member-countries through long and medium- 
term loans. It also promotes private foreign investments by 
guaranteeing or participating in loans and other investments 
made by private investors. It pays special attention to the deve¬ 
lopment of backward areas. 

It thus helped in bringing about a smooth transition from a 
war-time to peace-time economy, as well as “in raising produotiv- 
ity and the standard of living and conditions of labour in torri- 
lonefi of the inember-uations.” Besides, the final settlement of 
the huge lend-lease and reverse lend-lease accounts aiid the main¬ 
tenance of equilibrium in the balance of account payme its also 
needed long-term loans. For these purposes and for re-establish¬ 
ing world commercial relations on a stable multilateral basis, 
this bank was urgently needed. 

The total amount to be subscribed to the Bank by its original 
members was $7,670 million (the membership in 1963 was 101 
and subscribed capital amounted to $21,027 million), of this only 
10% w^as called up in 1946. Each nation was required to pay 
3% of the initial demand in its national currency, and the rest 
in U..S dollars or gold. India’s total quota came to $400 million. 
The quotas of some other countries were: II.S.A. $2,435 million. 
U.K. $1,000 million, China $600 million, hhraiice $450 million and 
so forth. Tndia’js initial contribution came to $40 million, pay¬ 
able $8 million in gold or U.S. currency, $12 million in gold and 
$20 million in rupees. It was thought that it would be beneficial 
if India secured the advantage of original membership of the 
l.M.F. and the International Bank, and it did so. Being one of 
the five countries with the largest quota, India has a pcrmainuit 
seat on the Executive Board of the Bank. 

The heaviest lendings in 1958 led to a feeling that in today's 
conditions, the jircsent capital structure of the Bank did not 
give it the borrowing capacity needed to enable it to meet the 
reasonable reqniremenl« of its lending operations in the near 
future. The Bank, therefore, announced on February 2, 1959, 
that the Board of Governors had unanimously approved the pro¬ 
posal to increase its capital from 10,000 million to 21,000 million 
dollars The member-countries were asked to take appropriate 
action in this connection by September 1, 1959. India has also 
doubled her subscription raising it from $400 million to $8(X) 
million. 

The Bank is a source of mutual assistance. It has enough 
cash and reserves to meet interest and amortization 'On d(^Bar 
obligations for a number of years. When in need it calls its 
suijscribers for the capital not originally called. It.S.A,’s share 
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alone comes to an additional $2,500 million. The Bnnk can secure 
still more funds by selling bonds to private investors. 

The Bank assists member-nations in utilizing their available 
resources—raw materials, transport facilities, fuel, power, plant, 
idle manpower, existing technical and managerial skills—so as to 
attain pre-war and even higher output levels. Its development 
credits are mainly meant for the under-developed areas of the 
globe—Asia, Africa and Latin America. It lends money to mem¬ 
ber-nations or private industries on the guarantee of member- 
nations as a business enterprise on a “good risk” basis. Thus it 
has given loans for long periods to various countries needing 
cai)ital for development purposes. The Bank furnishes to its 
members a wide variety of technical assistance services ranging 
from full scale economic surveys to investigations or advice on 
particular projects. 

Bank borrowing in the market and by jjrivate placement had 
reached $2,510 million net by 31 st December, 1963. In addition, 
the Bank had sold portions of loans, worth $1,727 million from 
its portfolio. At 31st December, 1963, the Bank had made 371 
loans totalling $7,465 million in 70 of its 101 member countries 
for i)rojects such as reconstruction, electric power, industry, agri¬ 
culture, communications and general development. The borrow¬ 
ing countries seem to have peached the liniita of their borrowing 
capacity. India, for instance, has reached her limit. Unless the 
Bank relaxes its strict standards of credit worthiness and re¬ 
payment, the Bank’s commitments must go down. They actually 
went down in 1962-63. The Bank cannot therefore contribute to 
economic development as much as in the past. 

Before the Bank advances a loan, it conducts thorough in¬ 
vestigation, not only of the individual project concerned, but of 
the economic and financial condition of the country itself. It 
is not content with documentary evidence but sends out missions 
to investigate the problems at first-hand. The Bank is not pre¬ 
pared to lend unless it is satisfied (a) that the overall economy 
of the borrowing country was soundly operated; (b) that the 
overall plans for reconstructing economy would reinforce the 
basic soundness of economy; (c) that the projects which the Bank 
was asked to finance liad been correctly prepared and were fin- 
aucially and economically justified. 

In order to secure I.B.R.D.’s assistance, it is of primary im¬ 
portance, therefore, that a developing country keeps a constantly 
e.ritical eye on the soundness of its budget structure, on the exist¬ 
ence of a healthy and .stable relationship between wages and 
prices; on the effective utilization of its available resources of 
materials, transport and power; on the flow of goods within its 
borders and the volume and character of exports and imports 
passing across them; on its balance of payments; and on all the 
diverse aspects of national life which reflect the health of its 
economy. From its 36th annual report, it is clear that the activ¬ 
ities of the World Bank have become “part of a broadening 
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Stream of'financial and technical assistance to the less developed 
countries." It is true that other sources and other institutions 
too have become active in a task which the Bank pioneered with 
such imagination and purposivencss in the difficult and uncertain 
years following its inception, but this has not detracted from the^ 
importance of the part which the Bank is playing in mobilizing 
international assistance to developing economics. That the Bank 
can adapt its original role to new requirements is also abundantly 
clear, some recent illustrations being the setting up of the Inter¬ 
national Development Association for making “soft" loans and 
the consortia of member-countries which the President of the 
Worhl Bank has organized for rendering concerted aid on bila¬ 
teral basis. 

India and I.B.R.D."" 

India is a founder-member of the Bank and holds the fifth 
largi'st share in its capital. Loans granted by the Bank up to 
December 31, 19G3, amounted to Rs. 249 crores for the public 
sector and Ks. 154 erores for the private sector, making a total 
of Ks. 403 erores. Of this amount, Rs. 20 erores were utilized 
before the First Plan, Rs. 14 erores during the First Plan and 
lis. 223 erores during the Second Plan. Of the balance of Rs. 146 
erores, u ,suju of Rs. 79 (‘rores was utilised uj) to December 31, 
1963. The schemes for which the Bank has advanced loans in¬ 
clude: (i) purchase of locomotive and other equipment for 
Indian Railways, (ii) i)ureha&e of agricultural machinery requir¬ 
ed for the reclamation of weed-infested and jungle lands, (iii) 
irrigation and i)ower projects of Damodar Valley Corporation, 
(iv) purchase of aircraft by Air India Corporation, (v) develop¬ 
ment oi‘ the ports of Calcutta and Madras, (vi) hydro-eleetrie 
project at Koyna in Maharashtra, (vii) expansion programmes 
of the Tata Iron and Steel Company, (viii) installation of thermal 
power station at Trombay near Bombay, (ix) development of., 
coal industry in the private sector, and (x) assistance to the 
Industrial Credit and Investment Corporation of India to enable 
il to advance loans to private companies. IBRD has also assist¬ 
ed India in arranging meetings of friendly countries to discuss 
India’s foreign exchange requirements and devise methods of 
extending financial assistance. 


1. See India 19S4, p. 411. 
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Nationalisation of Banks 


Adoption of tlio goal of Domoeiatii- Sot ialisin lias proved to be a 
signal for starting a controversy regarding the nationalisation of 
bunks in Hit* country. Some people think that nationalisation t>f 
banks is an essential step towards the establishment of democratic 
MX'iHlism. Thus the question of nationalisation of banks has be¬ 
come linked with democratic socialism. In spite of authori¬ 
tative and firm statements from responsible government spokes¬ 
men that the banks would not be nationalised, the controversy 
j)ersists. The bank employees, and the leftist parlies in the coun¬ 
try are arrayed on ou(‘ side and the Indian Banks’ Association and 
the private sector generally on the other. Tlie Government is 
also opposed to this step. Hiiiee banks occupy a pivotal position 
in the financial fabric of the econoinj’ and the banking business 
vitally affects the financial stability and the economic progress of 
the country, it is necessary to weigh the pros and cons of nation¬ 
alisation of banks. We shall first examine the arguments for 
and then against this step. 

Aliments For 

(1) It is said that the nationalisation of banks will bring a 
large revenue annually to the Government treasury. But the 
amount of this revenue has been variously c.stiraated. If it could 
yield Ks. 75-100 erores a year, it is worth it; but if it is only 
Bs. 5-G erores, it is not worth the candle. The total profits made 
by banks in 1961, according to the Statistical Tables Eclating to 
Banks published oy the Beserv® Bank, were Rs. 28.80 erores. Of 

Rs. 14.45 erores, i.e., more than half, were already paid to the 
government as taxes. About one-fourth of the total profits were 
transferred to reserves and for payment of bonus to the em¬ 
ployees. According to Indian Banks’ Association Rs. 4.61 erores 
were paid to the shareholders as dividends. Obviously this is too 
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Miiall an amount to quarrel about. In any ca^e the revenue con- 
swloratioiis are of least importance. The nationalisation of banks 
must be supported by weightier considerations, ideological or poli¬ 
tical. Several other less oft'ensivc ways of raising revenue are open 
to the Government. 

(2) Nationalisation would make for more effective mobilis¬ 
ation of resources and capital formation in the country in order 
to accelerate its economic de\clopment. It is said that Govern¬ 
ment banks Avould inspire greater confidence and attract deposits 
from-private hoards. But it has to be admitted that the perfor¬ 
mance of the banks in mobilising the savings of the community 
has been quite creditable. Between 3951-52 and 1961-62 bank 
deposits have increased by 3114% and the number of deposit 
accounts ^(.uble<I. For mobilising resources, the scheduled banks 
hail ill 3962 a network of nearly 4,600 branches as against 997 
of tlie State Bank. BetAveeii 3955 and 1962 tlu'y opened 3,198 
iieAv brandies against 554 by the State Bank. Even though the 
State Bank of India and its subsidiaries enjoy special privileges, 
the ifcheduled banks ha\e hold their oavu. Depositors from other 
banks have not flocked to tlie counters of the State Bank. The 
banks in the iirh'^ate sector have a .sound reputation and render 
])rompt and effleieut service Avhicli mere nationalisation will not 
improAHn Ilowevc^r, the banking system is already investing 30% 
of its resources in goA’ernnienl securities at an uneconomic rate; 
and 65^^ of its resources are required to run tho wheels of trade 
and indus^^ 3 ^ Thus there is not much scope for routing additional 
resources to Government undertakings. 

(3) Nationalised banks can be relied upon to bring about a 
more desirable distribution of credit. For instance, wc can make 
them help small industrA and agriculture better. We can also 
make them invest more in indu.stry than in speculative transactions. 
But bank loans largely depend upon the policj" of the Reserve 
Bank of India than on the wishes of the lending banks. Also, the 
banks, whether in the private sector or in public .sector, must be 
guided by prudence, i.e.. considerations of safet.v, liquidity and 
profit. Investment reall.v depends on the credit-Avortliiness and 
rejiaying eapacit.A' of the borroAvers. It is not consistent Avith any 
banking practice at all to lend money for schemes of social ame¬ 
lioration which are not likely to yield a monelar.v return. It is 
the deiiositors’ money whieli the banks use and not their own 
money. “To use their raonej’^ for AAdiat they would call political 
purposes—whether the schemes Avere finaneiallj'^ sound or not—• 
would certainlj’’ be denounced as robbery, confiscation and the 
seizure of j^nir opponents’ moiiey.”^ Profit motive cannot be il- 
together eliminated by nationalisation. That is why even tlin 
State Bank of India has been able to help small industry and 
agriculture to a limited extent. The credit extended "to HUi^ 
unit.s in 1962 was about 1% of its deposits and about 2ft of its 
total advances. 

1. White, A. E.—JfattoaclieafteM of Jhnlinff, p. SfS. 
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The roeeut trends in banking practice in India show that the 
bajiks have financed industry to a larger extent as against com¬ 
merce. Investment in industry has iiu-reased from 34% in 1951 
to 54% in 1901 and in eommerei' it has decreased from 58% in 
1051 to 34% in 1961. This means that the tables have been com¬ 
pletely turned. Tiieir advances to small-seali' industries and co- 
operatiic institutions had doubled between June 1960 and Decem¬ 
ber ]9()2. Of the total outstandn)g bank advances to small-scale 
industries amounting to Rs. 39.44 erores in December 1962, the 
Strft*' Bank’s contribution was only Ks. 5 99 erores. Thus the case 
for nationalisation on tin* ground of better distribution of credit 
falls. 

(4) It is said that tin* depositors will get better security 
througlj nationalisation of banking But there is little ground 
for this belief. The Ri'servt* Bank control and supervision have 
jiraetically eliminated tin* risk of bank failures T)ie Deposit In- 
siirfiiiee C’orporation is there to guarantee conixilcte security up 
to IJs. 1,500, vvliu'li means for four out of every five depositors in 
India. 

{oj Nationalisation of banks is also advocated on the ground 
that it would prevent eoneentratiou of wealth and eeouomie i>ower 
in the hands of a few bankers and industrialists But a recent 
amendment of the Resiwve Bank Act limits the voting rights of an 
individual shareholder or a group to 5^^. Considering that the 
number of banks’ sliareliolders in India number several tens of 
thousands, the ownership of banka is fairly widespread. Since 
there are about 5,000 branches and each branch manager exercises 
a large amount of discretion, the lending operatioiw arc highly 
individualistic and decentralised. The Government has complete 
control of capital issues and industrial licensing and exercises vast 
powers of direction and regulation at every stage of manufacture, 
movement and distribution of a wide range of commodities. If 
this cannot prevent eoneentratiou of economic power, nationalis¬ 
ation of banking by itself will not be able to do it. 

(6) It IS said that tlierc are several evils and malpractices 
assoriated with banks in the private sector, such as evasion of 
foreign exchange regulations and of taxes, bank advances to direc¬ 
tors, interlocking of directors, etc. But the regulatory and super¬ 
visory powers of the Reserve Bank arc sufficient to curb mal¬ 
practices Tliere is no aspect of banks’ administration which could 
be concealed from the watchful eye of the Reserve Bank inspectors. 

(71 Nationalisation of banking will replace profit motive by 
fcCrvice in a major sector of Indian economy and thus give it a 
socialistic twist. But the shareholders generally get 6% return 
on their capital invested in the banks, and this is not much of a 
profit. But pven a nationalised bank has to act on strict account¬ 
ing priiwdples and make sound investments based on commercial 
considerations. These are elementary principles of prudent 
management. No bank, state or private, can just throw away its 
funds in pursuit of huBnualtarian activities and aA<»iat 
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Even State Bank niakci, a profit. In fact, we expect all public 
enterprises to make profit otherwise we think they are not pro¬ 
perly managed, ]*rofit making is inevitable in all undertakings 
of eommereial or industrial nature, lienee elimination of profits 
eannot be a ground for nationalisation of banks. 

(rt) Nationalisation is advocated because of wastes of com- 
pi'tition and duplication of establishments. Enormous exiienditure 
is incurred on huge bank buildings, their expensive up-keep and 
costly separate staff, <*ompetitive advertisement, etc., to create 
produel dif['(‘rentiation. There will be a groat saving in operating 
»'Osts and oAerlieads if we have one big bank instead of five crowd¬ 
ing as at present in a selected centre. There is a good deal in 
lids argument. But there is a danger that elimination of • om- 
jietition may lead to deterioration of services rendered to bank 
clients. 

(f)) The advocates of banks’ nationalisation point out that 
il would give the government not merely control ov'cr banks but 
tremendous ])Ower over capital and money markets. Jt would 
thus be able to determine the extent, direction, and pace of 
growth in all the major sectors of the economy, viz., trade, eom- 
meree and industry. No further .step would be required to estab¬ 
lish deinoera,tie socialism. Thi.s is true. But is India ripe for 
sueli an adventure? We doubt it. 

(10) Finally, since the banks can create credit, it is not con¬ 
sidered safe to leave them in private hands. But the banks can¬ 
not create credit at pleasure. From the banking practice we 
might see that the credit which the banks can give is almost 
wholly decided for them. Only that much money will be lent 
as can prudently be lent. What is prudent or safe is fixed; be¬ 
cause the banker works to a certain ratio. 

Thus there is not much substance in the arguments put for¬ 
ward by the advocates of nationalisation. The arguments are 
not convincing enough. To advocate nationalisation on political 
or ideological grounds is a different matter. Now let ns see the 
other .side of the picture. 

Arguments Against 

(1) The compensation to be paid by the Government to the 
present shareholders of the banks is beyond the present means 
of the government. It has been estimated at Rs. 100 erores. It 
vvill mean annual burden of Rs. 3 erores to be paid as interest 
on'honds issued to the shareholders by Way of compensation, where¬ 
as the benefit ha8‘l)een estimated at Rs. 4.61 erores less income^ 
tax. Thus the* net benefit to the government is insignificant, 

(2) It may be pointed out that there is already ^ lur^e 
exiting public sector in banking. The State Bank of"'India^^nd*'^ 
it$\ subsidiaries command nearly one-third of the banking re-^ 
JBK)Ure«B of the country. It will be more useful and effeetive ,to 
enlarge the area of its operations. By improving its efBciency 
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rend^ting a better service, it is open to it to squeeze out tbe 
odier batiks. With the prestige of the govemment at its back 
and with the speeial privileges and patronage that it enjoys, the 
State Bank has a vast opportunity to elbow out the other banks. 
Why take them over? 

(3) The state monopoly of banking would retard the growth 
of the national economy. At pres^nit the bank lending is a highly 
individnalistie and decentralised process. Thousands of branch 
managers use their discretion and intimate knowledge .of local 
conditions to determine the credit-worthiness and repaying capa¬ 
city of industrial and commercial enterprises which they finance. 
The flexibility and discretion which now prevail will be all lost 
under the nationalised banking sv'^tem. Individual discretion 
and flexibility will be replaced by procedural delays and rigidities 
which are a source of great annoyance. Deser^dng men of com¬ 
merce and industry will find it hard to get accommodation. There 
will thus be another serious bottleneck hindering eeonomie growth. 
Controls hamper free movement of goods and nationalisation of 
banks will obstruct the free flow of funds seeking points of 
optimum return. 

(4) (Corruption is known to be widely rampant in all govern¬ 
ment departments. Nationalisation of banks will open another 
wide door to organised corruption. Already the traders and in¬ 
dustrialists are feeling restive under various types of controls 
exercised bj'^ the goveniment. To oveivome irksome controls or 
to take advantage of them bribes are being freely offered. In fact 
public knows that nothing can be got done in a government de¬ 
partment without illicit gratification In the present state of 
morality of public servants we would shudder to place more power 
in their hands. 

(5) At present thtwe is a healthy competition between banks 
to the great advantag<‘ of the public. There is a great incentive 
for efficiency and heifer service All this advantage would dis¬ 
appear wli(‘n the bankh are nationalised. The bank customers 
may suffer ineonvenience and loss. It will have an adverse effect 
on savings and growth of capital. The national economy cannot 
escape‘the damages. But we must point out that already the 
banks have eliminated this ‘healthy’ competition by filxing all their 
rates by agreement. 

(6) With the vast powers of superintendence, direction, ^d 
(Control that the Reserve Bank wields over banks, nationalisation 
of banks is altogether unnecessary. No new branch can be opened 
without the approval of the Reserve Bank; the chief executives 
can be appoint^ onlj^ with the approval of^e Reserve Bank and 
Reserve Bank has also the authority to direct the removal of the 
undesirable bank officials. The Reserve Bank can post observes 
to wiltch a bank’s operations. By means of general and selective 
.credit controls the Reserve pimk can control the volume and 
directions of bank advances. Thus the government, through the 
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Bes«m Bank, has extensive powers of inspecting, coatraUiinf mmI 
direeting the operations and administration of the banks in nrder 
to preserve the safety of the deposits and to promote the mtereidm 
of the nation. What more does the government seek by nationalis¬ 
ation? 

OoBclnsion 

Weighing these pros and eom we have no hesitation in com¬ 
ing to the conclusion that in the present circumstances nationalis- 
aUon of banks is unnecessary and may, instead of conferring a 
positive benefit, inflict a certain damage to national economy and 
may retard its progress. Besides, it is not worthwhile taking the 
rislL Government ownership of banks is not going to solve our 
ecemumie diflSeulties. Rather, in its present state, the Government 
k incapable of carrying efficiently and economically the great res¬ 
ponsibility that would fall upon it. We arc by now fully aware 
of the dangers of a huge bureaucratic machine and wc must not 
add to them. The promotional, supervisory and regulatory powers 
of the Re.serve Bank are wide enough not only to nip the evils 
and malpractices in tlic bud but also to j^romote Uealtliy growth 
of the banking system as well to ensure that i1 contributes in 
the most ctFeetive manner to the economic and social objectivw'-s 
under planning. The banking system is the most widely controlled 
sector of the Indian economy. The control over the banking sys¬ 
tem is complete to the point of nationalisation. To nationalise 
banks at the present stage of our economic development would be 
an ill-advised and hasty step. We have a ‘mixed' banking system 
in which both public and private sector institutions function aide 
by aide, each making its own contribution to the promotion of 
savings and investment in the developing economy of our coun¬ 
try under the stewardship of the Reserve Bank of India. Nation¬ 
alisation of banks would absorb lot of time and energy and talent 
of the government which it can ill-atforcl at present. It is better 
that the public should have the choice of bank, and the banks 
their variety of method.s. 

In the words of G. D. H, Cole, “The banking system which 
a country needs depends on the general structure of the econo- 
znic institutions into which it is required to fit. In a country suqh 
as Soviet Union, where production and distribution are owned 
either by the State or by some sort of ‘collective' and administer¬ 
ed in accordance with a public economic plan, it is plainly logical 
and natural for the hanks to he public institutions and for the 
entire credit, as well as its total amount to be settled as part of 
the plan”. In a country with mixed economy, mixed basditing 
tyatem obviously fits in much better. The principle that the eom- 
mercial banks must do what the Central Bank tells them to do 
has been accepted and laid down in legal enactments, and for the 
time being that is perh^ enough Thus on all gvounda it is 
wise to defer the question of nationaiiaation of baniu, if taot 
shelve it altogether. 
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Prices in India 


Th*" study of prices is very important from many points of 
view. The variations from lime to time indicate the general 
economic conditions in the country and enable us to compare 
them with foreign lands. They enable the Oovernment to assess 
land revenue and other tUxes and slide them up and down. They 
also reflect the expansion or contraction of currency and mould 
(jovernmcnt control policy. They influence foreign as well as 
internal trade. Booms and dcfircssions are linked with the raove- 
imaits in prices. In fact, price*, arc tlic outward signs of the 
general economic activity. 

The different sections of society are vitally affected by priei* 
movements. Besides, their influence on taxation, expenditure, 
currency and control policies, in short, on the entire economic 
jiolicies of the country of the (Tovernraent, is also very great, 
lienee a eareful study of the price movements is not only benefi¬ 
cial but is also indispensable. Without price indices to guide 
them, government policies must necessarily be a leap in the 
.dark. We shall study the course of Indian prices in recent years 
since they have an important bearing on tlie course of our <'Cono- 
mic development. 

The end of the war in August 1945 did not relieve the strain 
on India’s economy. The wholesale prices did not register a fall; 
on the other hand, there was a constant rise. The general index 
went on rising. 

At the end of the War (1945) the price index was 245. Due 
to short supply of goods and a pent-up demand from an increas¬ 
ed population, the prices went on rising steadily, till in August 

1949 (just before devaluation) the index rose to 389. The 
failure of decontrol experiment had raised the price level consi¬ 
derably. From 389 in August 1949, they rose to 396 in June 

1950 when the Korean War was declared. The rise was gradual 
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and not substantial. After the outbreak of the Korean War, the 
pace of the rise in prices quickened so much that they re^hed 
489 in March 1951 as against 396 in June 1950, thus recording a 
rise of 11% in the post-Korean War period against a mere rise of 
1.7% during the first six mouths after devaluation in the pre- 
Korean War period. 

The factors which brought about a rise in prices during this 
second period were: (a) DcvaJuatioh^ of the rupee in September 
1949, (b) Stringent import restrictions, (c) The Korean War and 
the stockpiling pro^amme, and (d) Indo-Pakistan trade deadlock 
following devaluation. 

But in 1954-55 there was a steep fall in commodity prices, 
in contrast with their previous relative stability. The main cause 
was the increased pressure of supplies from bumper crops (effect 
of First Flan), dishoarding of stocks due to elimination of con¬ 
trols, more liberal imports and growing industrial output. The 
greatest fall, was in agricultural commodities. The fall in prices 
was largely a corrective to earlier high prices, but the Govern¬ 
ment was compelled to support prices of wheat (at Rs. 10 per 
maund) and later prices of coarse grains by purchasing them in 
the mandiB. Measures were also taken to expand exports and 
curtail imports. Thus export duties on oils, cotton, paper, etc., 
were reduced and larger quotas granted. 

The following table gives a picture of changes in price in 
recent years:— 
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111.8 
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1 

98.4 

92.6 

130.9 

103.3 


101.8 

1955-56 

92.5 
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1 

81.0 

95 2 

99.0 

99.7 

100.1 

99.6 

1960-61 

' J24.9 
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145.4 

123.9' 

130.6 

122.8 

1961-62 

125.1 

120.1 

100.3 

122.1 

■g 


138.8 

124.6 

1962-63 

127.9 

126.1 

100.6 

124.1 

B 

128.8 

139.5 

127.1 

1963-64 

135.3 

136.8 

119.6 

139.6 

139.5 

131.1 

139.6 

129.7 


We may now consider in a little detail the causes of rwe in 
prices in the post-war years. 

Oaaset of the Bise in Prices 

(a) Zneream in Currency, One of the most important 











PKICaSS IK INDIA 


of riiw in early post-war years was the continuous iuerease in 
eurreney in India. The increase was not only in the not^ in 
eireudation but also in Bank credit as is clear from the table given 
below: 

(In 0 ror«« qf M$.) 


Tear 

Notes in ctrcuiatum 

Advances and Btlle 

(Base JSS$m:390i> 
Poke 

Index 

193889 

1 

182 

106 

9& 

1945-46 

1163 

301 

246 

1960-61 

1163 

469 

410 

1951-62 

1190 

646 

435 

1962-63 

1116 1 

I 

500 

381 

1953 64 

1134 1 

496 

897 

1964-65 

1196 

663 

377 


Even in recent years, the increase in money supply with the 
public has been exerting its influence on the price level. The 
total money supply with the public increased from R«. 1,954.T 
crores in July 1955 to Rs. 3,315 crores in March 1963 This con¬ 
tributed to the rise of prices. The index number of wholesale 
prices for all commodities (1952-53=100) rose from 92.9 in July 
1955 to 127 in March 1963. The following table shows the rela¬ 
tion between the increase in the total money supply and the price 
level. 


Last Friday 

1 

1 

Currency 
with the 
public 

2 

Deposit money 
supply with 
the public 

3 

ToUil money 
with 

the public 

4 

Price Index 
wholesale prtces 
(Base m2 S3^10(B 

6 

1965-66 

1,605-09 

679-23 

2,184-32 

92-6 

1960-61 

2,026-89 

874-83 

2.901-72 

12(^0 

March 1962 

2,201-8 

847-8 

3,049-5 

123-6 

Kerch 1963 

2,378-3 

936 8 

3,316-1 

127-1 

lCardil8d4 

2,410-83 

1,147-16 

8,740-20 

139^3 
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price index stood at 134.9 in Decembet* 1963 and 139J3 
m March 1964. 

(b) Budget d^Udta at the Centre and in oost Statejs persist¬ 
ed even after the war was over. In this connection it may be 
mentidned that though the revenue budgets were balanced, the 
capital budgets had indationary effects. Total deficit during 
1956-5T was Ks. 253 crores inclusive of States and if rose to 
Rs. 803 crores in 1957-58. 

(c) The changing policy of the Government as regards eon- 
trol on prices and goods accentuated the trouble. 

(d) There was a great pressure of money gained in 1«h6 
blaoH-market on goods. This money successfully evaded paying 
income-tax. Such funds wen* employed on speculation, hoarding 
and increased spending. 

(e) The failure of Government in it.s borrowing plans also 
caused a rise in the price level. Increase in salaries and dear¬ 
ness allowances worsened the situation. Wages of industrial 
labour also rose. 

(f) To make matters still worse, there was an overall decline 
in a^coltural and industrial production. Natural calamities 
like failure of monsoons, flood^j over large parts of the country 
year after year and earthquakes overtook India. The decline in 
production was all the more alarming because the population kept 
On fnultiplying at the rate of 50 lakhs per year. The inadequacy 
of raw materials and capital equipment, bottlenecks in transport 
and industrial unrest, all caused the decline in industrial produc¬ 
tion. The position, however, improved in this respect from 1954 
onwards. 

(g) India’s balajice of trade gew steadily unfavourable, 
specially against hard currency areas. Imports, specially of 
foodgrains, increased. Industrial raw materials and capital 
equipment were purchased in large quantities. To cover the defi¬ 
cit severe restrictions on imports of consumer goods were laid. 
As a result prices of these materials tended to rise. 

Bffeota of the Biee in Prices 

Rising prices do not have the same effect on all persons. The 
smaller the income and the larger the family, the greater is the 
hardship. People with bigger incomes have to sacrifice only 
luxuries and comforts, while the poor have to part with neces¬ 
saries. In India the majority of the people being poor, the suffer¬ 
ing was correspondingly greater. Incqualitie.s in income are 
greatly aggravated by a rise in prices. Let us discuss the effects 
of this rise on different activities and classes in India. 

1. Sffects on Production. When prices are low, a moderate 
rise encourages production, but a steep rise in prices results in a 
continuous rise in the cost of production. As a result, deia|nd 
and consequently production, decline after a certain stage. Tints 
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|itodll<st!ou declined in India after the war. Inflation creates a 
raise sense of prosperity. In reality each rupee the businessman 
«ot, worth much less in goods. Inflation creates big con¬ 
trasts of wealth. A few are prosperous, many are unhappy. 

2. Kffeets on lAbour. Due to a rise in prices and a higher 
o<«t of living, the labourers suffer. In post-war years, there were 
|(trikes and disturbances. Dearness allowances were given to 
keep labourers contented. But wages did not rise in India in 
proportion to the rise in prices. They lagged behind. 

3. Effeota on Middle-olaas People. They form the backbone 
of society; and are generally educated. Most of them are em¬ 
ployees cither under Government or in business offices. Thus 
their incomes are fixed. They are the worst sufferers when prices 
rise. They are compelled to reduce their standard of living. A 
large percentage of their income is spent on clothing for their 
familie.8. This expense must be kepi up for the sake of appear¬ 
ances and their food suffers in quality. Even their savings de¬ 
teriorate in value. Thus they are the worst hit. Salaried people 
in India have been the hardest hit as a result of the rise in 
prices. 

4. Hoarduig and Black-marketing. Rising prices always 
stimulate hoarding of commodities. Producers and consumers, 
all try to hoard. Some hoard for better prices and for black- 
marketing, others hoard for fear of higher prices and against 
black-marketing. Government tries to curb these unsocial activ¬ 
ities but their efforts are iiieffcetive so long as inflation lasts. 

Oonclusion. We may conclude then, that industrialists, 
speculators, traders, contractors, businessmen, and big landlords 
generally profit from rising prices. They suffer only if govern¬ 
ment controls their operation and taxes their gains. But consum¬ 
ers generally, and people with fixed incomes particularly, stand 
to lose. They have either to lower their standard of living or 
spend previous savings. Government servants are the worst hit 
as the dearness allowance.s they are given stand no comparison 
.with the rise in the cost of living. 

We may now consider in a little detail the measure.s adopted 
by the Government to check the rise in prices. 

Bcmedial Measures 

In the pre-devaluation period (i.e,, before 1949), the Govern¬ 
ment exercised strict economy cutting down unneemary staff 
and reducing expenditure on social, educational and welfare 
activities, cutting defence budget, etc. Income-tax rates were 
raised. Government borrowing programme was intensified. Mone¬ 
tary measures like reduction in notes were also adopted. Ceiling 
prices of foodgrains were fixed and foodgrains were imported. 
IhroducticiB plfi^ were launched. 

A few months after devaluation, the Korean War broke out. 
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This gave rise to a aadden spurt of speculation. To meet tho 
situation, the Government enunciated an eight-point programme 
to hold the prices and to increase production. Steps were taken 
to relax controls on imports and prevent hoarding of foodgrainh 
through procurement and distribution of goods. Secondly, to 
reduce the wide disparity between internal and external prices, 
export duties were levied or increased. These measures steadied 
the general trend of prices, but when the Chinese intervened in 
the Korean War, prices started rising again till the index went 
up to 462 in Api^ 1951. 

The fight against infiation was carried on steadily during the 
whole of this phase. In this fight, the Government was helped 
by two main factors: (a) Surplus budgets instead of deficit bu¬ 
dgets at the Centre and in the States, (b) Increase in industrial 
and agricultural production. Baw cotton and jute, wheat and 
rice showed a great increase. Cement, cotton, cloth, sugar, paper 
and steel all went in the same direction. As a result, controls 
and rationing were given up. (c) Money in circulation was kept 
within bounds. 

How far successful? 

The movement of the price index from 244 in 1945 to 462 
in mid-April 1951 shows that the measures adopted by the Gov 
emment to cheek prices had failed till then to achieve their ob¬ 
jective. The price control administered by the Government was 
far from satisfactory. Black-markets, for most of the time, 
flourished with impunity. Other anti-inflationary measures also 
proved ineffective. A very serious objection could be taken to 
the persistence of the Stute Governments in their policies of social 
reform like prohibition in such financially tight times. 

There is, no doubt, however, that the fall in price index after 
May 1951 and more particularly in early 1952 was brought about 
by the anti-inflationary measures taken by the Government and 
the Reserve Bank though international factors also contributed 
to this fall. 

In fairness to the Government, it must be said that the task 
it had been faced with was very formidable indeed. The Govern¬ 
ment could not suddenly deflate currency to substantially bring 
down prices, since such a step might have brought about depres¬ 
sion and ruined our industry. Nor does it lie with the Govern¬ 
ment to multiply production in a short time. It ia inevitably a 
slow process. 

Some factors, both internal and external, beyond Govern¬ 
ment’s control, also acted adversely. Natural c^amities like 
floods, droughts, etc., enlarged the food deficits. Shortage of 
jute and cotton consequent on the stoppage of trade with Pakistan 
(as a result of our devaluation and their non<4devaluatlon) ral^ 
ed doth, jute and other prices. There was the dilScu^ 
obtaining otker industrial materials and equipment from 
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iiabottr anrest and transport bottlenecks also hampered g^overn* 
ment efforts to lower prices. The Korean War and stockpiling 
programme of many nations raised world prices. Their impact 
on Indian prices could not be resisted. 

The success of the Government’s efforts also depends on the 
co-operation of the people and the integrity of the Government 
officials. The absence of these, in a measure necessary to achieve 
the objective, is an important factor for which an allowance 
must be made while assessing the success of the Government’s 
anti-inflationary policy. 

The anti-inflationary measures since 1951 showed a better re¬ 
cord of achievement than those taken before that. As experience 
was gained, the measure of success increased. We can sum up by 
saying that the Government has been, and is, struggling heroic¬ 
ally to hold the price line with varying measures of success de¬ 
pending on the elements in the situation. 

During 1951 there was considerable credit expansion amount¬ 
ing over 25%. Bank credit continued at a high level even during 
the slack season. The Government, therefore, took the important 
step of raising the Bank rate from 3 to Zi% in November 1951. 
It resulted in a very big fall in bullion prices in March 1952. 
There was a parallel fall in the prices of spices, cotton, sugar, oils, 
and oilseeds in the wholesale markets all over India. 

The Bank rate was again raised in May 1947 to 4%, Besides 
putting a blanket on credit expansion, the increase in Bank rate 
gave the Keserve Bank greater control over the money market in 
India which has resulted in eradicating a large number of faults 
in the working of banks which were previously there. 

Beoent Price Situation 

The rising trend of commodity prices, which has been in evi¬ 
dence since June 1955, has continued since then except in 1957- 
58. The decline in prices during August-Pebruary of 1957-58 
was due principally to (a) the substantial increase in agricultural 
output in 1956-57, (b) the disinflationary fiscal and credit mea- 
aures, (c) larger imports of foodgrains, (d) the adoption of food 
control measures, (e) the recessionary trends abroad, and (f) 
fall in demand for the goods of the principal manufacturing in¬ 
dustries. Over the Second Plan period, the general price level 
recorded a rise of 30% which contrasted with a decline of 18.4% 
during the First Plan period. After continuous deterioration 
in the previous three years, the general price situation showed 
some improvement in 1961-62. Although the general index (week¬ 
ly) of wholesale prices (1952-53=100) rose to a new all-time high 
of 130.1 for the week ended July 22, 1961, it declined thereafter 
more or less continuously touching a low of 122.6 in the week 
ended December 30, 1961. It stood at 122.9 at the end of March 
1962. It advanced to au all-time high of 131.2 during the week 
dnded August 4, 1962. It remiuned at a plateau till mid-Novem- 
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ber then decerned seasoiii\|ly to a low of X25.0 fox tbe 
ended December 15. Prom January 1^63, the index once a^anji 
tended to look up rising to 127.3 for the week ended kfarch 
1963 and 139.3 for the week ended March 28, 1964. Over a yew, 
the general index of wholesale prices showed a rise of 9.3% in 
contrast to a fall of 2.6% in 1961-62 and a rise of 3.7% in 1962-63. , 

There was persistent deterioration in 1963-64. The whole¬ 
sale prices increased by 9.1 % in 1963-64 and by another 14% dux-, 
ing the first ten months of 1964-65. The All-India Consumer 
Price Index for Working Class rose from 130 in March 1963 to 
143 in March 1964. The general price level during 12 months 
ending September 5, 1964 was higher than of any other compar¬ 
able period since the last world war. The average increase 
during this period was 14% as compared to the immediately pre¬ 
ceding 12 months. The price of food articles rose by 23.6%, of 
industrial raw materials by 21.9%, and manufacturers by 4.7%. 
The price of wheat rose by 517%. The rise, according to Be- 
serve Bank Bulletin, October 1964, reflected an imbalajice be¬ 
tween the rate of growth in the liquidity in the economy and the 
increase in real output. The money supply in this period increas¬ 
ed by 11% owing to large credit expansion. 

The rise during the last 5 years is the third phase of rise since 
1950. This phase can be distinguished from earlier phases in cer¬ 
tain respects: (a) it has lasted much longer; (b) unlike the 
Korean boom of 1950-51, when the food index had shown com¬ 
paratively little change, during the current phases food prices 
have shown a sharp rise, (c) whereas the manufactures group 
also had recorded a significant increase during 1950-51, in the 
current trend it has shown comparatively small rise; (d) whereas 
the 1950-51 rise was ‘imported’ the 1955-.57 rise is primarily of 
domestic origin; (e) the general index at the end of March 1957 
was about 9%) below the Korean peak level As in the previous 
year, the rise occurred mainly in throe groups, viz., food articles, 
industrial raw materials and semi-manufactures. The manufac¬ 
tures also recorded a rise, whereas tliev showed a decline in 
1955-56. 

However, the rise in prices in India has been less than in 
many other countries. The percentage of increase in wholesale 
prices between 1948—1958 wa^ about 13% against 372 in Japan, 
98 in Australia, 86 in France, 66 in U.K , 18 in West Germany, 17 
in Canada, and 14 in U.S.A. 

Oatues. As for influences responsible for this trend of 
prices, it seems that the stimulus for the price rise came, by and 
large, from the steadily accelerating tempo of the investment pro¬ 
gramme from year to year, superimposed upon some decline in 
agricultural output. The volume of voluntary savings has been' 
insufficient in relation to demand with the result that deficit^ 
financing in the public sector and reliance on bank credit in 
private sector has been increasing. There has, therefore, Wea 
a growing pressure of demand on the economy, which has been 
I 
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rciioeted in a ritm of prices. There is said to be aabstantial hoar<]l,-' 

by the producers themselves, thus aggravating the rbe in 
foodgrain prices. In a boom phase, there is a gener^ tendency 
for the overbuilding of stocks by all sections, producers, traders, 
manufacturers and also consumers. Tiie phenomenon has been 
in evidence in India. The main causes have been substantial rise 
in Plan outlay, budgetary deficits, drastic import cuts and short¬ 
fall in food production during 1957-58. 

Inflationary pressure on the economy is indicated by the fact 
that note circulation increased from Rs. 2,211 crores in February 
1963 to Rs. 2,442 crores in February 1964. The scheduled bank 
credit at the same time stood at Rs. 1,712 crores as against 
Rs. 1,512 crores a year earlier. The increase of funds has not 
been matched by corresponding ])roduction and cost inflation has 
meant lower production at higher cost. The cost of production 
has been increased by increasing taxation. Perpetual struggle by 
the people to catch up with the prices must necessarily lower 
their morale. Beneficial meaHure.s of social security and increase 
in dearness allowance must be neutralised by rise in prices un¬ 
less production increases at a faster rate than the rise in prices. 

According to Morarji Desai, the then X^nion Finance Minister, 
among the various factors responsible for the recent rise in prices 
are: (1) increase in the rate of investment; (2) rise in population 
and the consequent rise in demand; (3) failure of agricultural 
produeti(m to rise with the increase in demand for food and raw 
materials; and (4) restriction on imports leading to reduction 
in supplies of certain commodities. 

Deterioration of the price situation reflected mainly the- 
failure of agricultural production to show any increase and there 
was .shortage in output of raw materials (cotton, jute and oil¬ 
seeds). Also, agricultural and industrial production was inade¬ 
quate in relation to the pressure of aggregate demand in the 
economy, engendered by the sustained high tempo of investment 
activity and the continued expansion in money supply and hank 
credit. 

Remedies. The rising trend of prices called for reinforce¬ 
ment of official policies on the monetary as well as non-monetary 
fronts. On the monetary front the Reserve Bank pursued the 
policy of general credit controls as a supplement to selective 
credit controls. But all the same this policy was operated in » 
flexible manner so as to meet the changing needs of the situation. 
On the non-monetary front, apart from continued efforts to step 
up production of essential goods the measures adopted included: 
(j) measures to secure large imports of foodgrains as well aa 
essential industrial raw materials. Of the greatest importance in 
this connection is the Indo-U.S deal of May 1960 which provided 
for an import of 17 million tons of foodgrains over the next four 
yeans. It lifted all fears of shortage. Foodgrains are thus 
being imported in large quantities; (ii) the continuance of ban 
on forward trading in foodgrains; (iii) steps to fhcilitate freer 
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moTement of foodgra^ from surplus to deficit areas through a 
wWeniag of the existing zonal arrangements; (iv) controlled dis-' 
tribntion of available stocks as in the case of raw jute and raw 
cotton; (v) further enforcement of controls directed toward curb¬ 
ing unhealthy speculative excess in commodity markets; and (vi) 
voluntary action by industry (a) to bring about a reduction in 
prices and (b) to fix maximum6»prices as in the case of raw jute 
And to make suitable adjustments in the production programmes. 
These measures have had the desired effect to some extent. The 
rise in prices was arrested. 

The task of holding* the price line gained a new urgency fol¬ 
lowing’ the declaration of the emergency and the gearing of the 
economy to meet the increased requirements of defence and 
development. A wide range of measures were adopted to ensure 
atable conditions as well as to prevent speculatdrs from taking 
undue advantage of the situation. On the monetary front, the 
-emphasis was placed on regulating the availability as well as 
the cost of credit so as to discourage borrowing for non-essential 
purposes and facilitate lending to preferred sectors such as small- 
scale industries, co-operatives and exports. On the non-monetary 
front stress was mainly laid on preventing increase in the prices 
of essential commodities. With that end in view production was 
sought to be encouraged by providing incentives by ensuring 
minimum prices to cultivators. At the same time domestic sup¬ 
plies were augmented through liberal imports of wheat, rice and 
cotton. To ensure availability of supplies to consumers at reason¬ 
able prices, the number of fair price shops was increased, distri¬ 
bution was encouraged through consumer stores, larger quanti¬ 
ties of wheat and sugar were released, licensing control on whole¬ 
salers of foodgrains was tightened and co-operation of commer- 
oial bodies was secured for regulating their activities and improv¬ 
ing their trading practices through voluntary sanctions. Under 
the Defence of India Rules, the Essential Articles (Price Control) 
Order 1963 was issued in order to curb profiteering through the 
unwarranted price increases. But the main difficulty arises from 
the need to reconcile the contrary objectives of holdhag the price 
line and maintaining incentives which in some eases imply price 
increases. 

Besides these measures, it is necessary to further tighten cre- 
Hiits by banks to foodgrain dealers and to take steps to cut down 
*non-development outlays as much as possible 'so that the price 
situation is not aggravated. It is also important that hoarding, 
profiteering and speculation be dealt with as anti-social activities 
and the distribution machinery should function in the best inter¬ 
test of the community. 

We in India are now ^tery much aware of the evils and dan- 
'.gers of infiation. “The inflationary process entails gross hard- 
•^ps through rising prices on millions of people in the subsistence 
strata. It accentuates economic inequality, widening the" 
tween the rich and the poor. It leads to distortions in the intc^ 
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tnent pattern disrupts the development process through 
economic misdirection and dissipation of resources” (B. K. 
Madan).‘ It is, therefore, very essential that some measures are 
adopted in order to prevent the inflationary process from getting 
into motion. For this purpose it is necessary to go to the very 
root of the matter. “The seeds of inflation lie in what is called 
the inflationary gap or the gapl^Jtween incomes generated on the 
one hand and the value, at existing prices, of the goods and ser¬ 
vices available for purchase on the other.” 

What is, therefore, required is an action on two fronts: in¬ 
crease the supply of available goods and services on the one hand, 
and syphoning off from the public a large part of the additional 
purchasing power on the other. We should so regulate the net 
addition made to the people’s income available for spending that 
this is not greater than the increase in real national product, i.e., 
the available supply of goods. The available supply of goods can 
be increased by stimulating production in all possible ways, i.e., 
by providing incentive to industry and agriculture and also by 
distributing the available supply in a proper manner through fair- 
price shops, co-operatives, etc. Controls on prices, production 
and allocation of commodities and supplies can ensure equitable 
distribution of commodities which are temporarily scarce. This 
is an action on the ‘goods’ front. 

But for holding down the general price level fiscal and mone¬ 
tary measures are of crucial importance. The Government must 
impose additional taxation so as to draw money away from the 
people. For instance the new tax proposals in the Union Budget 
1963-64 together with Compuh^ory Deposit Scheme were expected 
to bring in between Ks. 325 to Rs. 350 crores into the Central and 
State treasuries together. To control the money supply borrowing 
and small saving schemes can also prove very helpful. The fight 
against inflation also requires strict control over public expendi¬ 
ture. Monetary and credit policy too has a role in the res¬ 
traint of inflation. A steady increase in bank credit is essential 
to maintain an increasing flow of production. But if there is ex¬ 
cessive reliance on banks as against the capital market and owned 
resources of industry and trade, it will have an inflationary effect. 

“To sum up, the safeguards against inflation in the coming 
months and years lie in a steady boost to production and produc¬ 
tive efBciency through fuller and more effective employment of 
our resources. They consist, besides, in the deft use and skilful 
adaptation of fiscal and monetary tools so as to prevent too ex¬ 
cessive a pressure of demand, supplemented at strategic points 
by direct controls on allocation of scarce resources so as to main¬ 
tain essential supplies at reasonable prices.” 

The measures that can be taken to ensure stability of prices 
of basic consumer goods include:— 

1. Dr. B. K. Madan: Safeguards against Inflation (Reserve Bank Bulle¬ 
tin, April 1963). 
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(i) Bestraint on non-essential outlays; 

(ii) cost reduction; 

(iii) implementation of quick-maturing projects; 

(iv) increased supply of essential consumer goods and 
hervices; 

(v) State control on distribution; 

(vi) promoting the availability of scarce resources for 
priority uses; 

(vii) increasing domestic savings; and 

(viii) reduction of disparities in incomes. 

Recent price rises have caused hardship to large numbers qf 
people. Unless new incomes are converted into savings and in¬ 
vestments, the traders will distort the new economy and aggra¬ 
vate its imbalance. 

The Government sought to meet the situation by limiting the 
•scale of deficit financing and avoiding large increases in indirect 
taxation in 1963-64 budget on domestically produced items of mass 
eoiisumption. Also, larger imports of rice were arranged and 
larger quantities of rice and wheat were released from Central 
stocks to scarcity affected States and the number of fair price 
shops was increased. But it must be recognis''d that apart from 
these remedial measures, the primary apjiroach to price stability 
has to be in terms of stimulating production and productivity. 

Price Policy 

In order to determine the line of price policy to be followed 
in India, it is necessary to recapitulate all that has happened in 
the field of prices so far in recent years. It is an admitted fact 
that the rise in prices has been mainly due to the pumping of* 
notes into circulation during war and early post-war years. At 
the moment, we are not concerned with the causes of this prime 
pumping. All we are concerned with at the moment is to know 
that it resulted in inflation. 

The remedy is not easy. ‘‘Gallopping inflation” may wholly 
disrupt the economy of the country as in China. If prices arc de¬ 
pressed too quickly, mills and factories may close down leading to 
wholesale unemployment and economic depression. 

All the same no country, however wise or strong, has been 
able to reach the pre-war level of prices. We have, therefore, to 
accept the existing situation of high prices and take steps first of 
all to cheek prices from further rise and then to increase produc¬ 
tion and lower cost as rapidly as possible. The latter will auto¬ 
matically bring about a fall in prices in the long run but prices 
should not be such as will discourage production or not give fait* 
wages to labour. 
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In order to Achieve these purposes the Government of India 
took the following Ateps:— 

(a) to cut out deficit finance both at the Centre and the 
States. However, as prices were under control deficit-financing 
was advocated to finance the Second Five-Year Plan. 

(b) to increase revenue afil'*far as possible through taxation, 
direct or indirect; 

(e) to produce more food, raw materials and consumer 
goods; 

(d) to raise loans from the public for development purposes; 

(e) to restrict bank credit .so as to check speculative activ¬ 
ities; and 

(f) to obtain loans and credits from outside sources, e.g.. 
TT.8.A., I.B.R.D. 

All these devices have been put into operation, but in spite of 
efforts in various directions there has been no fall in prices. Coat 
inflation prevailed and our exports started falling. This resulted 
in huge deficits in trade and led to devaluation of the rupee in 
terras of dollar. This step undoubtedlj^ corrected the balance of 
trade for the time being but created a tendency towards higher 
prices. In November IDSl, the unusual step of raising of the 
Bank rate was also taken. Wholesale prices started falling. 
The wholesale price index for the week ended March 1, 1952, stood 
at 399 against 458 in April 3951. Through reduction in export 
duties Government tried to maintain exi)orts and to earn foreign 
exchange. In 3956 and 3957 there was again rise in prices due 
to euU in imports of consumer goods and shortage of foodgrains. 

The country struggled hard to implement the Second Five- 
Year Plan after achieving a large measure of success in the First 
Plan, Now the Third Plan has been launched and the total out¬ 
lay has been estimated at Rs. 10,400 erores. Injecting so much 
money into circulation must raise prices. The Government, 
therefore, imoposes to hold prices at reasonable levels with all 
the resources at its command—producing more and liberalizing 
imports. Among various measures adopted by Government are 
restriction of credit for speculation, increased imports of food, 
refraining from local purchases of food, control of margins ip 
futures of raw material^ and increasing production. 

Our objectives may then bo summed up as below;— 

(a) to stabilize prices at reasonable levels; 

(b) to check inflationary trends through increased produc¬ 
tion and to maintain prices at levels which cover cost includiag 
fair wages, and leave the producer a sufficient margin to providf 
incentives for production; 

(c) to give relief to the distressed middle classes in order tao 
win their active co-operation for overall planning. Thus during: 



m 


INDIAN 3BC0N0M1CS 


1iie years 1952-64, controls over all goods were graven up. Procure¬ 
ment of foodgrains and rationing were also discarded. Inter- 
State movement of foodgrains was thrown open. Bo long as 
there was a relative scarcfty of goods, rationing and conirols 
were maintained. There is no hesitation to import commodities 
if they fall short, as was the case with sugar in 1953. Deficit- 
£naneing has no terrors for the Government as' the Reserve Bank 
has complete control over credit expansion. 

In recent years, the Government policy has laid special em¬ 
phasis on holding foodgrains prices in cheek. The Government 
action in this connection included: (1) the maintenance of food- 
grains imports at a high level, (2) the extension of internal pro¬ 
curement and an appreciable stepping up of governmental pur¬ 
chases of foodgrains for release through fair-price shops, and 
(3) further measures to curb hoarding and profiteering including 

continuance of selective credit controls and the fixation of 
minimum controlled prices, etc. State trading in foodgrains was 
also introduced in April 1959. The Forward Market Commis¬ 
sion took measures to restrain the rise in prices of oilseeds. Steps 
were also taken to check the rise in prices of ‘gur’ and sugar. In 
1961-62, in the context of favourable turn in the price situation, 
price policies were readjusted consistently with the need for 
maintaining overall stability in the economy. The Reserve Bank's 
general credit control was continued but there was a measure of 
relaxation in the selective credit controls in line with the supply 
position and prices. 

Price FoHcy for the Third Plan. The Second Plan wa.s char¬ 
acterised by a persistent upward trend in prices. Over the five- 
year period, the rise in the general index of whole.sale prices has 
been about 30 per cent. Pood articles as a group have gone 
up by some 27 per cent; industrial raw materials by 45 per cent; 
manufactures by over 27 per cent. 

The major explanation of the continued upward trend in the 
wholesale prices in the Second Plan is entirely the rising pressure 
of demand resulting from the growth of population and money- 
income supply factors have also played their part from time to 
time. 

The Third Plan Report points out that although the produc¬ 
tion potential of the country has been strengthened considerably 
both in agriculture and industry and the scheme for mobilising the 
financial resources required for the Third Plan postulated deficit 
financing on strictly limited scale, the possibilities of significant and 
even disturbing price rise cannot be entirely eliminated. 

Firstly, there is the usual uncertainty in regard to monsoons. 
Secondly, the various restraints on consumption implicit in the 
Plan may not operate to the full extent. Thirdly, while the Flan ' 
envisages a certain balance between the rates of growth in various 
sectors, some imbalance is almost certain to appear from time to 
time, It is necessai^, therefore, to keep a close watefi' on ptiees 
•mad to be prepared in advance with strategy for corrective aeUon. 
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A major constituent of the price policy is fiscal and monetary 
discipline. Fiscal policy must be directed to mopping up excess 
purclasiug power which tends to push up demands above the level 
of available supplies. Public enterprises have an important role 
in enlarging public savings. They must, therefore, operate at a 
profit and maintain a high standard of efficiency required for their 
purpose. 

Monetary policy has to go hand in hand with fiscal policy by 
regulating the pace of credit creation through banks. Com¬ 
mercial policy can also be used to an extent to overcome domestic 
shortages. Without adequate fiscal and monetary discipline other 
regulatory measures cannot have the desired effect. 

But in order to secure the right relationship between various 
prices or to prevent undue hardships to low and fixed income 
groups, it may be necessary to have physical allocations and direct 
control in certain sectors. 

The prices of what may be called basic essentials mast be 
held reasonably stable; in regard to commodities that could be 
classed as comforts or luxuries, a rise in prices may have to be 
tolerated. 

Two main objectives of price policy are: 

(a) to ensure that the movement of relative prices goes with 
the priorities and targets which are being set in the Plan; 

(b) any considerable rise in prices of essential goods that en¬ 
ter into the consumption of low income groups is prevented. 

In a developing economy with increasing investment prices 
may rise beyond the limits of tolerance, unless specific and deli¬ 
berate action is taken to keep them in check. Appropriate fiscal 
policy, suitable income policy and suitable price policy are needed 
to cope with the situation. The appropriate price policy for a 
developing economy has two objectives: (a) stabilisation of 
prices and (b) promotion of economic growth. A suitable fiscal 
policy should cut down expenditure and increase revenue. A 
suitable income policy must prevent concentration of income and 
wealth in a few hands. A suitable interest policy must promote 
savings and investment. Private expenditure must be regulated 
so as to prevent undue pressure on limited supply of consumer 
goods. Steps should be taken to fix foodgrain prices which are 
fair both to the producers as well as consumers. Relative prieea 
must be maintained at a level which assists the direction of re¬ 
sources towards the production of desired targets. Positive 
steps must be taken to tackle the problem of unaccounted or 
black money. Special attention must be given to the production^ 
purchase, movement, sale and distribution of foodgrains. The 
essence of the price policy for a developing economy is to pro¬ 
mote economic growth and make room for certain measure of 
equality thereby preventing social stresses and conflicts. 

In short, tibe inrioe potifiy should be geared to eeonomie growth, 
•quality and soeial justioe. 
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Public Finance 


The nature of Indian financial bysteiu affects vitally the var¬ 
ious aspects of the country’s economic life. Conditions of trade, 
industry and agrriculture, in so far as they depend on the support 
and pruidance of the State, must necessarily bn intiueneed by the 
financial structure of the country. If the people are illiterate, it 
is only because the State cannot spare sufficient money to remove 
illiteracy. If the roads are bad and insufficient, hospitals ill- 
equipped and inadequate in number, if there are slums, if the 
mortality rate is high, they are all due to the fact that sufficient 
money is not forthcoming to accomplish these very desirable ob¬ 
jects. The system of public finance, therefore, has an intimatf 
bearing on economic life of the country 

Besides, public finance in modern times has assumed a new 
importance. Tt does not merely deal with the ways in which the 
State raises revenue and the directions in which it spends it. It 
haSj on the other hand, a social purpose behind it. It is used as 
an instrument to even out the uneven distribution of wealth in the 
•community, and thus reduce inequalities of wealth, income and 
opxmrtunities. 

The system of public finance in India is determined by its pre- 
•dominantly rural character, isolated villages, dependence on agri¬ 
culture with precarious rainfall, poverty and the low standard of 
living of the masses, inequalities of wealth distribution, traditions 
of centralized administration and, above all, our constitutional posi- 
tiem. 

Allocation of Revenues—the Badeground 

The Indian fiscal system passed through a process of fiuaneial 
decentralisation between 1919 and 1933. Reforms Act o? 191f 
put the financial relation between the Central Government and 



PUBLIC PINANCfi 


513 


Hie Provineial Oovemments on an entirely new basis. The divided 
Iwads of revenue were abolished and a elear-out separation was 
effected between the resources of the Central Ctovemment and 
those of the Provincial Governments. 

This distribution of resources between the Central and the 
Provinces created a deficit of about Rs. 9 crores to the Centre, and 
^ave a surplus of about Rs. 18 crores to the Provinces, Provincial 
contributions were necessary to make up this deficit till the growth 
of Central resources made the deficit disappear. This was done 
under Blestou Award. 

The Act of 1935 gave two separate lists of sources of revenues, 
one for the Centre and the other for the Provinces. However, the 
proceeds of some taxes were to be shared between the Centre and 
the Provinces, e.g., income-tax and jute export duty. Sir Otto 
blieraeyer was appointed to recommend a suitable basis for sharing 
of the proceeds of these taxes as between the Centre and the Pro¬ 
vinces. This was done under Niemeyer Award. In making liis 
recommendations. Sir Niemeyer steadily kept two principles in 
view: (1) that the financial stability and credit of Central Gov¬ 
ernment were of primary importance; and (2) he wished to recom¬ 
mend such financial aid to the Provinces that they might be ade 
ijuately equipped at the start of the provincial autonomy. His sole 
aim was to do away witli the elirouic deficits m certain Provinces 
and “to put the tottering Provinces on their legs," or to launch 
provincial autonomy on even keel. 

The partition of the country iu*ce.ssitated further adjustments 
ni the Niemeyer Award. Shri (^Jhiiitaman Deshmukh, formerly 
Governor of the Reserve Bank and later the Finance Minister, was 
invited by the Government of India in November 1949 to suggest 
a suitable allocation of income-tax and export diity on jute. This 
was done under wliat is known as Deshmukh Award. Shri 
Deshmukh did not recommend any new principle of allocation. 
His was only a limited objective, viz., the dislnbulion of the ad¬ 
ditional funds which had become available consequent on the 
division of the country. Any drastic departure would have upset 
the existing financial equilibrium 

PreBent Allocation 

The new Constitution of India practically accepts the alloc¬ 
ation laid down in the 1935 Act. The taxes within the Union 
jurisdiction, enumerated in List 1, Seventh Schedule of the Con¬ 
stitution, are taxes on income other than agricultural income; cor¬ 
poration tax; customs duties; excise except on alcoholic liquors and 
narcotics; estate and succession dutie.s other than on agricultural 
land; taxes on the capital value of assets (exclusive of agricul¬ 
tural land) of individuals and companies; rates of stamp duty in 
respect of certain financial documents; taxes other than stamp 
duties; on transactions in stock exchanges and futures markets; 
taxes on sales and purchases of newspapers and on advertisem^aite 
therein; taxes on railway freights and fares; terminal taxes on 
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goocU and passengers carried by railway, sea or air; and taxis 
not specifically enumerated in the State or Concurrent Lists. BesL 
duaiy powers vest with the Union Government. 

It will be seen that important and relatively elastic resources 
have been given to the Central Government, but welfare functions 
have been assigned to the States. This creates a gap between the 
latter’s resources and responsibilities. That is why besides the 
taxes levied and collected by the Union and by States for their 
respective purposes, there are certain revenues which are shared 
between the Union and the States: 

(a} There are duties levied by the Union but collected and 
appropriated by the States, e.g., stamp duties, duties 
of excise on medicinal and toilet preparations. 

(b) There arc taxes which are levied and collected by the 
Union but which are assigned to the States within 
which they are levied, e.g., succession and estate duties 
in respect of other than agricultural land, terminal 
taxes on goods and passengers carried by railway, sea 
or air; taxes on railway fares and freights; taxes other 
than stamp duties on transactions in stock exchanges 
and futures markets; and taxes on sale and purchase 
of newspapers and advertisements therein. 

(e) There are taxes like the tax on incomes (other than 
agricultural income) which are levied and collected by 
the Union but are distributed between the Union and 
the States in a prescribed manner, 

(d) There is, finally, a category of taxes which are levied 
and collected by the Union but may be distributed bet¬ 
ween the Union and States, viz., the excises on tobacco, 
matches and vegetable products. The Union may, for 
its own purposes, levy surcharges on taxes levied and 
collected by the Union but assigned to or shared with 
the States. 

The Constitution provides, as a final balancing element, for 
grants-in-aid of the revenues of the States by the Union. 

From the preponderant weight given to population as a crite¬ 
rion of distribution of income-tax and allocation of excises, we 
can conclude that the emphasis has shifted from origin to needs aa 
a factor determining financial relations between the Centre and 
the units. 

Is it in conformity with the prindplw of federtid finance? 

The Central Government in India, like other Federal Gov¬ 
ernments, must play an important role in initiating, guiding and 
eo-ordinating schemes of social amelioration. We must bid good¬ 
bye to the ideas of dwindling and static functions of the Oestrid 
G^mment and mutual exclusiveness of the Centre ahd tto 
States. 
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Although the Indian financial Rystem wears a thin veil of 
federal finance, yet the Centre in India always has had powers of 
direction to ensure uniformity. And this is as it ought to be. 
India W face to face with stupendous economic problems for the 
solution of which co-ordinated efforts on the part of the Centro 
and the units are absolutely essential. Two things are necessary; 
States' need for additional revenue must be fulfilled and uni¬ 
formity in the Central financial field must be preserved. It is, 
therefore, very essential to evolve a co-ordinated policy on tax¬ 
ation, expenditure and borrowing through consultations and, if 
neeessary, through legislation. 

In a country with the federal tyjie of constitution which 
India has under the new eonstitution, the allocation of financial 
resources between the (Vntre and the States has to be made on 
the recognised principles of federal finance. 

The two most important requisites of federal finance are: 

(i) Administrative convenience and economy, i.e.,—taxes 
should be levi(‘d and collected by that authorit.y which is better 
suited to do it. 

(ii; Fiscal self-reliance of the Centre and the Units, i.c., both 
.should have sutfieient funds for their innnediat** and develop¬ 
mental needs. 

Against tliis tlicorctical background, wc shall now see, firstly, 
how far the allocation of financial resources in the eonstitution 
ac(!ords with the theoretical requisites of Federal Finance, and, 
secondly, how far it is adojded to tin* peculiar conditions obtain¬ 
ing in India and to meeting the special lu'cds of the country. 

The new allocation is practically the same as had been mad>; 
under the Government of India Act of 1935. It is good from the 
point of view of administrative convenience and economy. The 
levy and collection of taxes of an all-liulia character, such as cus¬ 
toms, corporation tax and certain excises, has been entrusted to the 
(Vntre. The centralisation of the.se taxes ensures uniformity as 
well as efficiency. Likewise, tax(*s of Stat<“ administration, e.g., 
land revenue, irrigation, registration, have been put on the State 
List. 

But on the scope of tJie second important requisite of Federal 
Finance, viz., fiscal self-reliance, the allocation is very defecfdve. 
The revenues assigned to the States are mostly static and inelastic, 
e.g., land revenue and stamps. State excises are fast declining as 
earners of revenue and with the adoption of a policy of complete 
prohibition, this source will dry up. Forests require huge capital 
outlay before they can bo expected to contribute substantial re¬ 
venue. Thus, the State revenues are utterly inadequate for the 
satisfactory discharge of the functions of the State Governments, 
viz., the provision of social services on anything like the modem 
standards. Tlie (Vntre has, on the other hand, been given such 
heavy yielders of revenue as jncorae-tax, customs and central ex- 
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cises. The yield of central excises is likely to increase still fur¬ 
ther with the country’s industrial development. Residuary powers 
have also been given to the Centre. 

The allocation can, therefore, be criticised as giving too much 
to the Centre and too little to the States. 

The enthusiasts of State autonomy are very bitter at this strong 
position of the Centre and the weak position of the States, under 
which States will always have to look up to the Centre and beg 
for assistance. Without financial resources, autonomy is merely 
in name; as has been remarked, “autonomy will be a myth and 
federation a misnomer.” 

This is, however, one point of view. As against it we know 
that in our country there is at present an imperative need for the 
rapid development of our backward economy. The problems in¬ 
volved in such economic development are so big and formidable 
that they are beyond the capacity of State Governments and can 
best be tackled on an all-India basis. The Centre must, therefore, 
have strong financial position so as to be able to go ahead with an 
effective utilization of the country’s resources. What further 
strengthens this view is the recent alarming record of States in the 
matter of their financial policies. Many of them have thrown away 
excise revenue in pursuit of their ideological fad of prohibition, 
and have also resorted to taxation which lias disturbed Centre- 
State trade, e.g., through ill-conceivcd sales tax. 

Then, this stronger position of the Centre in India is not differ¬ 
ent from, but is quite in keeping with, the clear trend in all other 
countries which have federal constitutions. Integration rather 
than separation seems to be the rule. The central governments 
have of late been playing greater and greater role in nation¬ 
building or developmental activities. In India also we presume 
that the Central Government will not dissipate its better financial 
position, but will always be ready not only to guide and co¬ 
ordinate the State schemes of education, public health, etc., and 
of economic development, but also to undertake such schemes 
herself on a large scale. Moreover, it will help the States, through 
grants and subsidies, as required by changing situations. After 
all, it is not the letter of the constitution that is important, but 
the spirit in which it is carried out. The record of the Central 
Government since the inauguration of the new constitution, and 
especially for the last few years abundantly justifies the above 
presumption. 

A suggestion may also be made in this connection. The Cen¬ 
tral Government should set up an Inter-State Finance Council 
which should provide the machinery for consultation and co¬ 
ordination among the States as well as between the Centre and 
the States. With such a machinery the country’s policy can be ■ 
so designed as to secure an effective utilization of its human 
and natural resources. 

Thus, on the whole, the financial system under the CodHitu- 



PtnBLIC FINANCE 


647 


tion can be regarded as being in the best interests of the coun¬ 
try’s economic development. 

As a result of the subsequent Finance Commissions, the alloca¬ 
tion as laid down in the Constitution was modified, inter alia, in 
respect of the sharing of income-tax and union excise duties. The 
Commissions also recommended additional assistance to the States 
in the form of grants-in-aid. According to the First Finance 
Commission (1951-52), 55% of the net proceeds of the tax on 
income, other than corporation tax, were distributed among the 
JStates, 80% on the basis of population and 20% on the basis of 
collection. The Second Finance Commission (1956-57) raised the 
States’ share to 60%, 90% on the basis of population and 10% 
on the basis of collection and the Third Finance Commission 
(1961-62) raised it to 66-2/3% and in the matter of principle of 
distribution reverted to the recommendations of the First Com¬ 
mission, i.e., 80% on the basis of population and 20% on the basis 
of collection. 

As for the sharing of the Union Excise Duties, the First Fin¬ 
ance Commission recommended 40% of the net proceeds to be dis¬ 
tributed among the States on the basis of population. The Second 
Finance Commission inereaHcd the range by the inclusion of duties 
on several other commodities, the share of each State being fixed 
at 25Vt . The Third Commission reduced the States’ share to 20%, 
but increased the number of shareable excises from 8 to 35. 

Fiuanoe Commissiozis 

Under Article 280 (i) of the Indian Constitution, the President 
is required to constitute, within two years from the commence¬ 
ment of the (’onstitution and thereafter on the expiry of every 
■fifth year, a Finance Commission. The Finance Commission is (a) 
to determine the share of the States in the centrally administered 
taxes, (b) to consider applicatioms for grants-in-aid from States 
and report thereon, and (c) to consider and report on other matters 
referred to it by the President. 

First Finance Commission 

The First Finance Commission, appointed in November 1951 
with Shri K. (’. Neogi as Chairman, made recommendations regard¬ 
ing distribution of taxes and grants-in-aid to the States: (1) an 
increase in States’ share of the net proceed* of income-tax from 
50% to 55% of which four-fifths would be allocated on the basis 
of population and the balance on the basis of collection; (2) alloc¬ 
ation to the States on a population basis, of 40% of net proceeds 
of Union excise duties on tobacco, matches and vegetable products; 
(3) an increase in grants-in-aid to Assam, Bihar, Orissa and West 
Bengal in lieu of a share in the export duty on jute and jute pro¬ 
ducts; and (4) additional general grants-in-aid to certain States 
which were in need of assistance and special grants to certain less 
■developed States for expansion of primary education facilities. 
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While making recommendations, the Commission kept in view 
not only the imperative need for a substantial augmentation of the 
State revenues, but it had also to take into account the ability of 
the Centre to assist the States. It emphasised that the prosperity 
of the States must rest on the solid foundation of a reasonably 
strong and financially stable Centre. While the States have large' 
and expanding responsibilities for the welfare and development of 
the people, the capacity of the Centre to make additional resources 
available is conditioned both by the amount of revenue it can raise 
and by its own essential needs, which, in the ultimate analysis, are 
the needs of the country as a whole. 

Accordingly, in drawing up the scheme of assistance, the Com¬ 
mission kept in view three main considerations: (i) The additional 
transfer of resources from the Centre must be such as the Centre 
eould bear without undue strain on its resources, taking into ac¬ 
count its lesponsibility for such vital matters as the defence of the 
country and the stability of its economy, (ii) The principles for 
the distribution of revenues between the States and the dedermina- 
lion of grants-in-aid must be uniformly applied to all States. (iii) 
The scheme of distribution should attempt to lessen inequalities 
between the States. 

Second Finance Gommission 

The Second Finance Commission was appointed in 1956 with 
iShri K. Santhanam as its Chairman to examine de novo the prob¬ 
lems considered by the last Finance Commission. The Se<*ond 
Finance Commission recommended that tlie Slates' share should 
be raised to 6()^t (it was o5% according to First Penance Com¬ 
mission) and that the distribution among the States should be 
based 90% on population and lO'/f on collection whereas accord-, 
ing to the First Commission it was 80% on population basis and 
20% on the basis of collection. The Second Finance Commissiou 
recommended that the States’ share out of the Union Excise Duties 
should be reduced to 25% of the net proceeds whereas it was 40^/J 
according to the First Commission. 

The Second ConimisNion also recommended principles regard¬ 
ing the sharing of Bstale Duty, Tax on Railway blares and Sales 
Tax. It also reeoinmeuded grants-in-aid payable to the jute 
growing States till March 91, 1960, in lieu of the shares of the 
export duty in jute and also substantial grants-in-aid to 11 out 
of 14 States under Article 275 (1) of the Indian Constitution. 

Third Finanoe Oommission 

The Third Finance Commission with Shri A. K. Chanda as 
its Chairman whs appointed in December 1960 and it reported in 
December 1961. The Union Government accepted the recom¬ 
mendations of the Commission. The following are the main re¬ 
commendations :— 

Sharing of Income-tax. The Commission raised the States^ 
share of Income-tax from 60 to 66-2/3^/?. The percentage of the 



PUBLIC PINANCK 


64» 


Union Territories has been raised from 1 to 2|. The recent amend¬ 
ment of the Income-tax Act has classified the tax payable by- 
companies as corporation tax thus removing it from the divisible 
pool. Another source of State revenue was cut off by the re¬ 
peal of the Act imposing on railway pa.ssenger fares. Thus the 
States had to be compensated. It is right, therefore, that their 
share of income-tax has been raised to 66-2/3^X- 

The si)are of each State has been determined now 80on 
the basis of population and 20% on collection. The view of the 
Second Finance Commis.sion, which had fixed f)0% on the basis 
of population and 10% on collection, was that in due course 
population should be tlie only basis and that the factor of collec¬ 
tion should *be eliminated altogetiier. The Third Finance Com¬ 
mission rejected the view and ha.s gone back to the original alloc¬ 
ation on the basis of 80% for population and 20% for collecfion. 
The reason is that there is a core of incomes which can be regard¬ 
ed as purely local. Besides the industrialised States which col¬ 
lect a larger share of income-tax have to maintain higher level of 
administrative and social services and may, therefore, legitimately 
claim some advantage of eolloctiou. 

Special Assistance. A special purpose grant of Rs. 0 erores 
for improvement of road communications will be paid to 10 
States, viz., Andhra Pradesh Rs. .50 lakhs, Assam Rs. 75 lakhs, 
Bihar Rs, 5(1 lakhs, Uujarat Rs. 1 crore, dainmu and Kashmir 
Rs. 50 lakhs, Kerala Rs. 7.5 lakhs, Madhya Pradesh Rs, 1.75 
erores, Mysore Rs. 50 lakhs, Orisv.a Rs 1.75 erores and Rajasthan 
Rs. 7.5 lakhs. This has b<‘en done b^'cause without special avssist- 
anee, these Slates are not in a position to provid*' adequate roads. 

Sharing of Union Excise Duties. At present under the 
• Second Finance Commission recommendations, the States are en¬ 
titled to 25% of the net proceeds of the Uuion Excise Duties on 
eight articles; matches, tobacco, sugar, vegetable product, coffee, 
tea, paper and vegetable non-essential oils. The Commiasion has 
reduced the percentage to 20, but it has increased the number 
of shareable (‘xeises from 8 to 35. In distributing the proceeds 
of tliese excises the Commission has continued population as the 
major factor, but it has also taken into account the relative 
financial weaknesses of the States, the disparity in the level of 
, development reached and the percentage of scheduled tribes and 
backward classes. The entire net proceeds of additional excise 
duties on mill-made textiles, sugar and tobacco, which were levied 
in replacement of States sales tax, accrue to the States. 

The Commission has not suggested any change in the prin¬ 
ciples governing the distribution of estate duty. The percentages 
assigned to each Slate, however, have been revised on the basis 
of population figures as indicated in the 1961 census. 

The distribution of the animal grant of Rs. 12.5 erores pay- 
aMe to the States in lieu of their share of tax on railway passen- 
g&t fares has been recommended on the principle of compensation 
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to place the States broadly on the same footing as they were be¬ 
fore the tax was abolished with effect from April 1, 1961. 

Qrants-in-Aid. The Commission recommended an annual pay¬ 
ment of a total grants-in-aid of Rs. 110.25 crores to all the States 
other than Maharashtra of which Rs. 52 crores are to fill the re¬ 
venue gap in the budgets of the State Governments and Rs. 58.25 
crores towards 75 per cent of the revenue component of the State 
Plans. The Government accepted the recommendation for the 
payment of the revenue gap grant of Rs. 52 crores. This will 
mean that Andhra Pradesh will get Rs. 9 crores, Assam Rs. 5.25 
crores, Gujarat Rs. 4.25 crores, Jammu and Kashmir Rs. 1.5 erores„ 
Kerala Rs, 5.5 crores, Madhya Pradesh Rs. 1.25 crores, Madras 
Rs. 3 crores, Mysore Rs. 6.25 crores, Orissa Rs. 11.5 crores and 
RajaNsthan R^ 4.5 crores. 

The Third Finance Commission recommended the setting up 
of an independent commission to assess the tax potential of each 
State, review its tax structure and recommend rates under different 
heads of levies in the State list. The Commission would also go 
into the widening gap between the resources and functions of the 
States, brought about mainly by the plans and consider what ad¬ 
justments, if any, should be made in the Union State financial 
relations which would add strength both to the Union and the 
States, 

Fourth Finance Gonuniaeion 

The Fourth Finance Commission was set up in May 1964 under 
the chairmanship of Dr. P. V. Rajamaimar. The (’ommission is 
to go into the entire question of the Centre-State financial re¬ 
lations and suggest a new structure and evolve a more scientific 
and realistic pattern of Centre-State financial structure for the 
!f'ourth Plan. A new financial structure' is considered necessary 
to ensure maximum etforte both at the Centre and in the States 
not only for raising resources but also for utilizing them in the 
best possible manner during the Fourth and subsequent Plana. 

The setting up of the Fourth Commission earlier ha« pre¬ 
sumably been prompted by the urgent need to put the finances 
of the States on sound basis. The mid-term Plan appraisal is 
understood to have spotlighted the rather unsatisfactory finan¬ 
cial condition of several States. According to the appraisal, 
the performance of many States in raising resources and effect¬ 
ing economy in expenditure has fallen far short of expectations. 
Several States are said to haVe depended excessively on Central 
assistance, having already drawn more than 65 per cent of such 
assistance for the entire Plan period. Many States are believ¬ 
ed to have exceeded their limits for market borrowing and the 
ceilings for overdrafts from the Reserve Bank. Only a few have 
set up sinking funds to facilitate smooth servicing and repay" 
ment of Central loans. While screening the finances of the JBtalfir 
the Finance Commission will suggest ways and means to sfreng- 
thhw the position. Any changes in the sharing of the divisibte 

fi ' 
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pool, which the Commission might recommend, will take into 
account the scope for replacing the sales tax by additional excise 
at least for some commodities like vanaspati, paper, cement and 
kerosene, merging of agricultural income-tax with income-tax,- 
imposing a betterment levy and improving the profitability of 
public undertakings. 

Tax Policy' 

According to the Taxation Enquiry Commission, the objec¬ 
tives of a sound tax policy are: (a) improvement in distribution, 
(b) furthering development in the public sector, (e) improve¬ 
ment in production in the private sector, and (d) promotion of 
the stability in the economy. 

(a) Improvement in Distribution. One of the important pro¬ 
blems before the taxing authorities is to strike a balance bet¬ 
ween the objectives of achieving economic equality through tax 
mechanism and of maintaining unimpaired the flow of invest¬ 
ment and savings which make for the continued progress of pro¬ 
ductive enterprises. Greater production and better distribution 
are both objectives of high importance in relation to general 
economic and social policy. For our country, in its present stage, 
increase in production is more important than improvement in 
distribution. All the same, the attainment of a wider measure 
of equality in incomes, wealth and opportunities must form an 
integral part of economic development and social advances. In¬ 
strument of taxation must be used as a means of bringing about 
re-distribution of incomes. It is necessary to reduce incomes at 
higher levels, but this process should be carried without undue 
adverse repercussions on private productive effort and enterprise. 

But lessening inequalities through reducing higher incomes is 
only on(‘ form of fiscal oi>(*ra1ion. A comnlemontary aspect of 
this policy consists of increasing public expenditure for econo¬ 
mic development (agriculture and irrigation) and expansion of 
social services like education and health which will strengthen 
the position of the weaker sections of the community. 

In order to tackle effectively the problem of inequalities, there 
should be an increase in progression in direct taxation which must 
be supplemented by measures of more effective tax enforcement. 
'With a view to extending the coverage of the tax net, there should 
also be a further diversification of the structure of taxation 
through additional taxes on certain forms of luxury consump¬ 
tion. A widening of the taxation of wealth and property is 
also a possible means of reducing inequalities. 

Equity in taxation indicates steepening of progression, but 
it may be repeated that it is necessary to strike a proper balance 
between the aim of lessening economic inequalities throug^i the 
use of the tax instrument and that of sustaining and strengthen¬ 
ing incentives to invest and to increase production. It is inevit- 

1. Beport of the Taxation Enquiry ConuniaiiOB, 1956, Oh, TJH. 
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able, therefore, that in an underdeveloped country like India, in 
aeeking to accelerate the tempo of economic development, the tax 
system miust suffer some departure from the strict basis of ability 
to pay, if the targets of economic dev(‘lopment are to be attained 
within a reasonable period. However, element of unfairness and 
inequity as regards treatment of persons in' similar situations 
should be reduced or eliminated. 

(b) Furthering Development. In order to further develop¬ 
ment programme, the general emphasis of the tax system should 
be directed towards countering the natural proj)ensities of the 
economy by restricting consumption and stimulating investment 
and saving. By means of taxation, resources available to the 
public sector can be increased by a significant draft on those 
avaiibble to the private sector. Taxation can be a mb.st effective 
means of increasing the total volume of savings and investment in 
any economy where the proi)en.sity to eonsuine is normally high. 
The tax system must have an adequacy of both depth and range 
if it is to promote an accelerated pace of development. Additional 
taxation of a vdde range of luxury or semi-luxury products at 
fairly substantial rates, aceomjianied by broad-based taxation of 
articles of mass consumi)tion at comparatively low rates, seems 
to be a major essential of a .sound tax policy. In the field of 
direct taxation, high(‘r rates iji res])eet of personal income-tax 
should be accomxianied by some relief for income which is saved 
and invested. That tax system will suit us best which would in¬ 
crease the resources for inve.stmenl available to the public sector 
with as small a diminution as {wacticabie of inve.stment in the 
private sector. It should also exercise the largest practicable res¬ 
traint on consumption of all cla.sscs. 

The tax system should, however, conform to the taxable capa¬ 
city of the people. Taxable capacity is a relative concept. It is 
determined by the factors like the purposes of taxation, the 
method of taxation, the administrative and political consider¬ 
ations, etc. Taxable capacity shrinks with impecunious and un¬ 
popular policies and ineffective governance and expands with 
beneficent and competent administration. Indian tax revenue at 
present amounts to 7-8% of national income. But this does not 
indicate the limit of taxable capacity. The increa/?ing bias to¬ 
wards social and developmental services in Indian public expen¬ 
diture is helping to raise the limit of taxable capacity. The feel¬ 
ing of identity with the (Government since Independence also 
works in the same direction. Hence there is every justification to 
increase taxation. 

Some people suggest that development programme should be 
financed not by taxation but by borrowing. But the Taxation 
Enquiry Commission have pointed out that financing a part of 
development programme by budgetary surpluses is a legitimate 
form of development finance. The other method is -of def^it 
financing. But the tax system should be so adapted as to i#et 
the dangelrs of deficit financing if and when they arise. 
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(c) Improvement in Production. The third objective of a 
jjood tax system is to improve production in private sector by 
providing suitable incentives with special reference to savings 
and investment. There is definitely a need for deepening and 
widening the coverage of our tax system. This means an increase 
ill both direct and indirect taxations. Increase in commodity 
taxation undoubtedly affects consumption; increase in the pro¬ 
gression of the direct taxes may affect savings and investment. 
Such taxes should be adopted which w'ould reduce the consump¬ 
tion levels of the upper income groups in India. But the tax 
sy.stem should not be strained to a limit which will endanger the 
productive system of the country or impair the possibilities of ex¬ 
pansion by affecting savings and investment. There should be 
tax coneeasions for encouraging industrial expansion. 

As for the ratio between direct and indirect taxes, tlfere is 
un special merit about any particular ratio. Both higher tax 
rates and wider tax coverage an* necessary to raise larger reve¬ 
nues. The greater is the inerea.se desired in tax revenues, the 
larger is the part that indirect taxes may have to play. Non¬ 
tax revenues which au* akin to indirect taxes will also have to 
be enlarged. 

(d) Promoting Economic Stability. The fourth objective is 
to promote eeonomie stability and use taxation as a fis(‘al instru¬ 
ment for dealing with infiationary or deflationary .situation. One 
way to achieve this is to dtvise a tax structure which will auto¬ 
matically eounteraet eeonomie disturbances as they arise. The 
second is to make ehaiures in the tax system in order 1o deal with 
inflationary and deflationary situations. The automatic capacity 
of the tax .system to cope with eeonomie fluctuations can be in¬ 
creased by jilaeing greater reliance on progressive direct taxes. 
The yield of these taxes elianges more than in proportion to 
changes in the tax-base as a result of monetary and price variations. 
Increased use of ad valorem commodity taxes also helps in the 
same direction oiving to responsive movements in receipts with 
■change,s in priee.s. But administrative considerations may in- 
•dieate preference for specific duties the receipts from which do 
not similarly ri'spond to changes in economic condition. This 
imposes a limitation on tlie automatic capacity of taxes to deal 
with inflation and deflation. 

The more general way in which tax system can operate to 
mitigate the effects of au inflationary or deflationary spiral is to 
reduce or increa.se the quantum of national income available for 
private expenditure by a policy of surplus budgeting or deficit 
budgeting respectively. Export duties can be levied for prevent¬ 
ing foreign demand from exerting inflationary influence on do¬ 
mestic economy. In the ease of falling prices, elimination of 
«xport duties and a substantial reduction in internal commodity 
taxation may help to stem the decline in fotreign demand and to 
sustain domestic demand and thereby reduce the fall in pro¬ 
ducers’ incomes. But in advanced countries, reliance is placed 
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more upon an expansion of public expenditure than on lowering' 
of taxes, as an anti-depression device. In India also it is the 
direction of public expenditure rather than of taxation that more 
effective action can be taken to mitigate the effects of a deflation¬ 
ary spiral. 

The tax system, if suitably adjusted, can have a significani 
effect also in slowing down the pace of inflation. In India, it was 
found possible to siphon off from private expenditure a consider¬ 
able proportion of the increase in incomes resulting from wartime 
inflation and its post-war aftermath. Thus taxes that fall direct¬ 
ly on the large additional incomes and commodity taxes that fall 
on the iacrease in general purchasing power resulting from in¬ 
flation have a significant part to play in anti-inflationary policy. 
Special anti-inflationary taxes such as excess profits-tax and com¬ 
modity taxes on artic.les both of general and luxury consumption 
enn also be used for the purpose. 

But taxation serves this purpose only within certain limits. 
If inflation has gone beyond limits, tlie only effective remedies 
are either to stop the increase in public expenditure and bring 
about a radical reduction in the same or to institute a drastic 
monetary purge by imposing a sort of capital levy on the holdings 
of money supply or liquid assets. When there is a pronounced 
inflationary trend, direct taxation can be screwed up and in¬ 
creased use of commodity taxes by a wider coverage and higher 
rates can also help- to restrain consumption demand. When de¬ 
pression emerges the fiscal remedy would be to increase public- 
expenditure and finance it by deficit till the eeonomy recovers, 
and prices and sales resume their pre-depression trends. 

Critical Eeview of the Indian Financial System 

No system of finance in the world can claim perfection, but 
the Indian system has more than its ordinary share of short¬ 
comings. We shall consider its drawbacks from two points of 
view, viz,, (1) defects in the system of taxation; and (2) defects 
in public expenditure. 

The Tax System. The Indian tax system is haphazard, and 
has not been scientifically planned to bring about a progressive 
development of revenues. It has been moulded by the exigencies 
of time, the main concern being to balaiieo the budgets. Little 
attention seems to have been paid to the incidence of taxation 
and its effects on production and distribution in the country. 
Budgeting, as Sir Walter Layton put it, has been ‘tight fit’ with¬ 
out any provision for unexpected and unforeseen expenditure 
which is, therefore, generally met by borrowing. 

There is ahso an element of uncertainty in the Indian Budgets, 
the one big factor upsetting the calculations being the mon- 
aoons. The Indian budget is a gamble in the monsoons. Bea^es^ 
omr resources are inadequate and inelastic, ' . 

Another characteristic of our tax system is its traditional 



PUBLIC FINANCE 555 - 

conservatism. Taxes like the land revenue and excise revenue- 
continue in spite of almost universal criticism. 

We must also notice that, unlike other advanced countries,, 
direct taxes in India play a secondary role, indirect taxes being 
the mainstay. The underdeveloped state of direct taxation is 
one of the gravest defects of our tax system. According to the 
Taxation Enquiry Commission, only 24% of total tax revenue 
collected by the Union, the States and Local Bodies in India con¬ 
sists of direct taxes whereas it is 55% in U.K., 70% in Australia 
and Japan and 80% in TJ.S.A. 

Another serious defect is the regressive character of our tax 
system. It offends against the canons of equity or equality of 
sacrifice. It discriminate^ against the poor and in favour of the 
rich. Income-tax is the only tax paid by the rich, and even here 
the progression at a higher level is not so steep as it ought to be. 
Land revenue, cu.stoms, excise and even railway fares are in the 
aggregate contributed by the poor. 

Allocation between Central, State and the Local finance is 
defective, so that the first starves the second, and the second in 
its turn starves the third. 

Prof. Nicholas Kaldor describes the Indian tax system as. 
both inefficient and inequitable. Its inefficiency can be judged 
from large-scale eva.sion of taxes. According to him it is far 
better to have a foolproof syatem of taxation with a moderate 
rate schedule than a system having the appearance of high pro¬ 
gression but which could not be effectively or impartially adminis¬ 
tered. lie has recommended the broadening of the tax base by 
the introduction of an annual capital tax, a tax oji capital gains, 
a general gift tax and an expenditure tax. The Union Govern¬ 
ment has put into effect some of Prof. Kaldor’s recommendations, 
though not fully. A capital gains tax, tax on wealth, expenditure 
tax, gift tax have been levied, 

A daily paper complained against too much taxation thus: 
“First of all, there is income-tax on wliat you earn. Then there¬ 
in the expenditure tax levied on what you spend, the wealth tax 
on what you save, the gift tax on what you give in your lifetime 
and finally the estate duty on what you are unwise enough not 
to gi\e away or spend before you die. If, a.s has been well said, 
it is a matter of blunt fact that India has too little to earn, too- 
little to save, too little to invest and too little to gift, then all 
this multiplicity of taxes seems like much of a muchness for 
nothing very much at all.” 

Oritieism of Public Expenditure. Public expenditure in 
India has been steadily growing. But there is nothing alarming 
about it, provided the expenditure is wise and is calculated to 
develop the human and material resources of the country. And* 
it is here that our public expenditure offends the most. 

Public opinion in India has always been critical of the huge- 
defence expenditure of the country. In this regard Independence^ 
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has provided no relief. Defence expenditure continues to absorb 
.a large proportion of Central Government Bevenues. In th^* 
1960-61 Central Budget, defence absorbed Rs. 272.26 crores out of 
.a total expenditure of Rs. 980.35 crores, i.e., 32% nearly of the 
total. The uncertain political situation in the world, the American 
military aid to Pakistan and threats constantly given by Pakistan 
over Kashmir and recently aggression by China have made it 
jnecessary for India to spend heavy amounts on defence to keep 
the country in a state of prejiaredness for all eventualities. 

Another very objectionable feature of our public expenditura 
is the costly top-heavy civil adniinistration. Our Civil Service is 
Admittedly the costliest in the world. ‘The official salary— 
without reckoning allowances or other advantages—averages 
Bs. 3,000 per month as against the corresponding average of 
Rs. 1,000 ill the United Kingdom.” A poor country like India 
can ill afford to pay such high salaries. Indianization has not 
been helpful in this direction; for Indians have also been given 
almost the same salaries as Englishmen. These high lev^s must 
be considerably scaled down. The highe.st salary in India that, 
in our o])inion, correspond.s to our per capita income may be 
put at Rs. 1,000 per mensem. The salaries at the other end are 
too low. A salary of Rs. .50 or Rs. 20 is a mere joke. Mr. 
Anthony, representative of the Anglo-Indian community in 
Parliament, said in the course of a debat(‘ held in November, 
1953, “Our administrative inacliiiiery is unbalanced which at the 
top is overpaid and mentally famished and at the bottom is under¬ 
paid and morally famished”. The minimum salary should be at 
least Rs. 100 [).ni. The gulf between high and the low must be 
bridged as much as possible. We shall have to frame our own 
scales of salaries. 

The debt services swallow up another big slice out of our 
revenues. When it happened to be an external debt, it is a dead 
loss. The net result of high military expenditure and top-heavy 
administration is that bulk of our revenues ai*e consumed merely 
in running the governmental machinery and not much is left for 
beneficent activities. Tlie result is that economic and social de¬ 
velopments in the country arc impeded. Expenditure of the 
Union Government on social services is only 5^ nearly of the 
total expenditure. Again, “it should be i)o«sible to stimulate pro- 
eduction and increase the w^elfare of the people by public expen- 
•diture designed to give greater economic security (by irrigation 
works, improved and more varied methods of cultivation, etc.), 
better physical well-being (sanitation, water supply, improved 
public health, etc.) and education. Indeed taxation may be the 
only practicable means of creating a better and more secure live¬ 
lihoods.”* 

The total civil expenditure in 1948-49 was about Rs. 36 crores 

1. K, T. Shah: Seview of Indian Finance, 1927-34, p. 16 (£o6t-n«tt)« 

S. Indian Btatutoty Cotamission Beport, Vol. I, pp. 907-906. 
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and it was likely to be nearly Es. 278 crores in 1960*61. How¬ 
ever, it should also be borne in mind that in 1948-49, the expen 
diture under social and development services was only Rs. 19 
crores. This had increased to Rs. 168 erores in 1959, The ad¬ 
ministrative expenditure had risen from Rs. 17 erores in 194849 
to Rs. 55 crores in 1958-59. But the Government activities had 
become perhaps 10 limes and the ratio of administrative expenses 
to revenue had remained constant at about 7%. 

Considering expenditure of all Govonmienls, Centro and States 
combined, on revenue account, we find that a substantial part of 
the expenditure, i.e,, more than 50'/^, is incurred on Defence, 
Administrative items, Debt services and collection charges, or 
what may be termed non-developraental functions, and much less 
than half on social services and iion-ecouomie develo})ment and 
analogous functions. In the States’ budgets, a substantial part 
of the outlay on development services is on Givil Works and next 
in importance are Agriculture, Forests, Industrie.^ and Supplies. 
Expenditure on Police exceeds that on any single item in the 
social services and economic d(‘velopmpiit categories except Edu¬ 
cation and (Mvil Works. l*olicc ex|)enditure is even more im¬ 
portant in the States’ expenditure. The combined provision under 
Police and Jails, forming 127f of the total expenditure of all 
States, eonstitut(‘s the largest item of Statens’ expenditure. Our 
State is frankly yet a ‘Police State' and it has still to enter that 
era of social services in which otlier countries have travelled far. 
The bulk of our public expenditure is not incurred in such a 
manner as to bring about economic development of the people 
and improve their taxable capacity. This, however, is being fast 
reetihed now by rapid and jJanned eeonomie development. 

There is another a.speet of our public expenditure to which 
we may also refer. Tin* standards of services maintained by 
different States widely diverge. The poorer States which need 
the help of social services the most, ar<‘ not able to do much in 
the matter on account of paucity of funds. Their services are 
practically starved. Such a state of affair.s is not conducive to a 
harmonious and all-round development of the country, - 

We may now conclude by saying that a modern State is not 
merely a tax-gathering agency, or one for merely maintaining 
peace and security. Ethical and welfare considerations must 
dominate the financial system. Equity in finance is a counter¬ 
part of democracy Public finance sliould be designed as a means 
of social and economic reconstruction. Viewed ki tliis light, our 
tax system needs overhauling and our public expenditure re¬ 
quires drastic changes. Reduction of laud revenue aud water 
charges, exemption of necessaries of life and mill stores from 
tariff and subjecting luxuries to a higher duty, taxation of agri¬ 
cultural incomes on a progressive scale, steepening of progression 
in higher levels of income-tax, lowering a bit of the minimum ex¬ 
emption limit and levying taxes on windfalls are some of the 
measures that must be taken sooner or later. 
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But if of necessity the tax system continues to be regressive, 
at least public expenditure must set this balance right. As a 
matter of fact, we should, in the present circumstances, look more 
to changes in public expenditure than to the tax system to undo 
ithe maladjustments of our financial system. Only a heavy re¬ 
duction in the military and civil administration expenditure can 
enable us to introduce an element of social justice in our financial 
system. Public expenditure should be so designed as to benefit 
the peasants, the factory workers and other poorer sections of 
the community more and more. 
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Central Finance 


In the last chapter, we studied the factors which have in¬ 
fluenced the Indian financial system, and we traced the develop¬ 
ment of the relations between the (Vntral and State finance. The 
present chapter will be devoted to the study of Central finance. 
The revenues of the Government of India can be divided into tax- 
revenue and non-tax revenue. The tax-revenue is derived mainly 
from three sources, viz., taxes on income and wealth, Central 
<‘xeise duties and customs. The total revenue for 1964-65 (B.E.) 
was estimated (at the existing level of taxation) at Rs. 1,970.84 
«rores and the total expenditure at Rs. 1,876.75 erores, leav- 
inf? a small surplus of Rs. 94.08 erores. In the budget for 
1965-66, the ri^venue receipts were estimated at Rs. 2,353 erores 
and expenditure at Rs. 2,116 erores, leading a revenue surplus of 
Rs. 236.61 erores at the existing level of taxation. 

Central Revenues 

ITnion Excise Duties 

Central excise duties have now come to occupy the first place 
in the Union tax stnicture. The first excise duty, viz., the cotton 
-excise duty, -was imposed in 1894. But the most important excise 
duties were imposed in 1934 on sugar, matches and steel ingots. 
In fact, the year 1934 is a landmark in the development of Central 
Excise, These industries had been developed by protection and 
time had come to make good the loss fiom the decline in import 
duties by replacing them with excise duties. In the thirties, they 
covered only five commodities. But their scope has been con¬ 
siderably widened since then and they are now levied on tobacco, 
cloth, vegetable ghee, artificial silk, cement, soap, etc. They pro^ 
vide a fairly stable and steadily (‘xpanding source of revenue. 

As regards extension of the scheme of Union excise duties, 
the Pinauce Minister said: “'With the progress of industrialis- 
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ation, revenue from customs duties is bound to be progressively a 
less stable source of revenue; even, otherwise, the revenue from 
customs is “inevitably subject to the vicissitudes of trade policies 
and the availability of foreign exchange. It is, therefore, neces¬ 
sary to turn increasingly to indigenous industries producing con¬ 
sumer goods for the replacement of a part of the revenue which, 
in the past, we used to derive from customs duties on such goods. 
It is also appropriate that those industries, which have in the past 
developed with the assistance of prolectioiiist policies, for which 
the consumer paid by way of increased duties, should, when they 
have reached the stage of full development, make a fair contri¬ 
bution to the country’s exchequer. The conntrj’’s tax structure 
can b'e made stable only by broadbasing its excises without affect¬ 
ing the economy of the iiidustrie.s taxed or placing an undue bur¬ 
den on the consumers.” The proportion of revenue derived from 
Union excise duties to total tax revenue has risen from 17in 
J950-51 to 27'> in 1955-56 and jumped to .‘19^/ in 1960-61. 

As in the case of income-tax, receipts from Union excb»o 
duties are shared between the Centre and the States. On the re¬ 
commendations of the first Finance C'ommission, the States got 
(with effect from the budget for 1952-53) 40(4 of the net proceeds, 
of the excise duties on tobacco, matches and vegetable products; 
but, with effect from the budget for 1957-58, on the recommend¬ 
ations of the Second Finance Commission, the range of shared 
excise duties has been wid(‘ned by the im-lusion of several more 
excises, but the States’ share in the net proceeds was reduced to 
25% and further redueed to 20 ^< by the Third Finance Commis¬ 
sion. The amount so obtained by the States has been steadily in¬ 
creasing from Rs. 15.1 crores in 1054-55 to Rs. 141.37 crores in 

1964- 65 (R.E.). 

Excise is consumption-inhibitive and has a* function as ai> 
anti-inflationary device. But it is also said that it is a ‘fiscal 
jungle in which luxurious procedural undergrowth chokes the 
smooth functioning of the economy’. The ad hoc concessions and 
exemptions have made the present system, in the words of Chanda 
Committee, ‘impractical, wasteful and riddled with ineffective pri- 
vilege,s and exemptions’. The (thanda (’ommitfec made a number 
of recommendations designed to simplify and rationalise modes 
of levy and collection and to bring about some uniformity in 
exemptions. In the budget for 1965-66, excise duties on foot¬ 
wear, cycle parts and some other articles of common use were 
abolished. 

From Rs. 145 crores in the last year of the First Plan, excise 
revenues rose to Rs. 489 crores in the first year of the Third Plan. 
The revised estimates for 1964-65 put them at Rs. 773.05 crores 
which is more than half of the total tax revenue. The budget' for 

1965- 66 puts them at Rs, 927.17 crores. 

Inoome-tax 

f 

Income-tax was first introduced in 1860 to meet t3»e H&Ancial 
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^bai^iafisiuent caused by the Mutiny. But the first systemat^ 
legislation in this regard was enacted in 1686. Changes were 
made from time to time to suit the financial requirements of the 
year as well as according to the judicial decisions and recom¬ 
mendations of the various enquiry committees. The minimum ex¬ 
emption limit has been changed several times. The limit now 
stands quite high varying on the number of dependants. 

The Income-tax Act of 1939 introduced several necessary re¬ 
forms. It substituted what is called the “slah” system in place of 
the previous “step" system. According to the previous system, the 
whole income was assessed at the same rate; but under the new 
system, the higher slabs of income are taxed at a higher rate. 

A very important improvement in the income-tax was made 
in the 194546 budget, viz., a distinction was made between earned 
and unearned incomes, l^lief to the extent of one-fifth of the 
income, subject to a maximum of Rs. 4,000, was given in the case 
of earned incomes. It is only fair that a person who has actually 
to work to earn his income should be treated more leniently than 
the idle rich whose holdings in joint-stock companies, bank ac¬ 
counts, etc., automatically bring in a stream of income without 
their having to raise their little finger. This relief provides for 
a sort of depreciation allowance for human machinery. The Tax¬ 
ation and Enquiry Commission (1953-55) recommended that earn¬ 
ed income allowance should be given only in respect of incomes 
below a specified limit, say, Jls. 24.000, and all incomes above this 
limit should be considered as wholly unearned with marginal ad¬ 
justments, where necessary. As a first step towards the abolition 
of earned income allowance on higher brackets of income, the 
earned income relief of Rs. 4,000 was reduced in 1955-56 budget 
by Rs. 200 for each Rs. 1,000 of income in excess of Rs. 25,000, the 
relief ceasing altogether when the level of Rs. 45,000 was reach¬ 
ed. Since 1957-58 budget, the procedure of differentiation bet¬ 
ween earned and unearned income has been changed. Now a 
standard schedule of rate is applied to all earned incomes and in 
addition a surcharge is levied on unearned incomes. 

Till recently, the income-tax was defective in that it did not 
take into consideration the number of dependants. In fact, the 
unit is not the individual but the family. Equity demands that 
of two men having the same income, the man with the larger 
family should be called upon to pay less. Such abatements or 
family allowances are given in England. It was pointed out that 
in India the family being universal phenomenon, almost every¬ 
body will have to be given an abatement. This would involve 
administrative difficulties, and add to the cost of the administra- 
tiop of income-tax. The Taxation Enquiry Commission (1953- 
55), however, recommended that necessary steps should be taken 
to introduce an appropriate scheme of family allowance not later 
than 3 years and that in the meantime the tax-exempt slice of 
Its. 1,500 should be rused to 1^. 2,000 for married assessees and 
reduced to Ra. 1,000 for unmarried persons. This was given effect 
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to, The 1957*^8 budget further increased the tax-free slab for 
married persons from Rs. 2,000 to Rs. 3,000. At the same time, a 
children’s allowance of Rs. 300 per child, with a maximum of 
Rs. 600 was permitted. The marriage and children’s allowance 
are, however, available only to persons with incomes up to 
Rs. 20,000. 

In order to encourage savings and investments, the Taxation 
Enquiry Commission (1953-55) recommended the introduction of 
a surcharge-cum-compulsory deposit scheme. This recommend¬ 
ation was given effect to in 1957 through the introduction of the 
current profits deposit scheme. Under this scheme, depreciation 
allov^anees and development rebates, which are normally deduct¬ 
ed for purposes of computation of profits, would not be treated 
as items of expenditure, unless the companies (other than banks, 
electricity and shipping companies, etc.) deposit with the Central 
Governmfent or the Reserve Bank of India a prescribed amount de¬ 
pending on Undistributed profits and reserves. The amount to be 
so deposited will consist of two parts: ‘‘(i) a certain percentage 
(not exceeding 75) of the amount by which retained profits of 
the previous year available before deduction of depreciation and 
development rebate but after deduction of income and super-tax 
payable and dividend declared, exceeds Its. 1 lakh, and (ii) a 
prescribed percentage (not exceeding 25) of accumulated profits 
and reserves, which are not represented by fixed assets in the 
business”. The actual percentage is announced by the Central 
Government from time to time. The deposits carry interest at 
rates prescribed by Government and will be refundable for busi- 
no,s.s uses for purposes approved by the Government. 

Tax on excess dividends was abolished with effect from April 
1, 1960. The period for which exemption is available to new in¬ 
dustrial undertakings has been extended for further five years 
from April 1, 1960. The limit up to which donations for charit¬ 
able purposes qualify for exemption from tax has been increa.spd 
from 5% of total income or Rs. 1,00,000 whichever is less to 7i^/< 
of total income of Rs. 1,50,000 whichever is less. The business 
incomes of co-operative societies connected with agriculture rural 
credit and cottage industries will continue to be wholly exempt 
only up to a sum of Rs. 10,000. In the 1965-66 budget, the 
list of eligible industries for tax benefits was enlarged. The manu¬ 
facturing companies were given certain tax concessions to en¬ 
able them to build up adequate reserves. Special concessions 
were given to encourage the shifting of big industries from over¬ 
crowded major cities, e.g., refund of tax made on capital gains 
from the sale of land and buildings in big cities to the extent 
they were invested in new areas. Equity investment in new in¬ 
dustrial companies was exempted from wealth tax for five years. 

Next to Union excise duties, income-tax (including the cor¬ 
poration tax) is the most important source of revenue for the Geh- 
tral Gbvemment, The total yield from income-tax waa df 
the total tax revenue in 1944-45. The proportion of i^oaie^tai; 
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(meludinf Corporation Tax) to total revenue was 31% in 1950-51, 
and it fell to 24% in 3955-50 and 22% in 1960-63. 

The whole of the receipts from income-tax other than the cor¬ 
poration tax, are not kept by the Central Government. Prior to 
1952-53) 50% of net divisible pool was allocated to States. Accord¬ 
ing to the recommendations of the First Finance Commission, the 
proportion going to States was raised to 55%, with effect from the 
budget for 1952-53; and, on the recommendation of the Second 
Finance Commission, it was raised further to 00% from the budget 
for 1957-58 and has been further raised to 66-2/3% from 1962^3 
budget. 

In India evasion of income-tax takes place on rather a large 
scale. It not only deprives the State of re\enue but places an in¬ 
equitable burden on honest tax-payer. The extent of income-tax 
evasion in India has been estimated by the Taxation Enquiry Com¬ 
mission to be between Rh. 30 crore.s and Rs. 40 ('rores, Mr. Kaldor, 
the well-known Britisli economist, puts it at between Rs. 200 
erores and Rs. 300 erores. 

One very important aspect of income-tax is that itt, ratc.s 
should not be so high as to act a.s a deterrent to work and to .■.avitig 
in the community, (’ertaiii allowances or jiariial exemptions are, 
therefore, given to encourage saving and capital formation; or, at 
least, to check the discouragement to saving. The main types of 
allowanecs granted with this object are provid('nt fund contri¬ 
butions and iiLsuranee premia for individuals and families, and 
in the ease of business, depreciation allowances and special rebates 
for new undertakings. Aecordingly, in India, rebate from tax 
is given for insurance premia and provid('nt fund contributions 
(.subject to the limit of one-fifth of the total ineome of Rs. 8,000, 
whichever is less). Moreover, eousidering that for very high per¬ 
sonal incomes, the income-tax rates were too high, the highest 
marginal rate which stood previously at 93,H*f' was reduced, with 
effect from the budget for 1957-58, to H4'7< for unearned income 
and 77% for earned income. In the case of industrial under¬ 
takings apart from depreciation allowance a provision has been 
made to exempt from taxation for a specified period profits (up 
to a specified limit) of newly started concerns. 

Some significant changes were made in company taxation in 
tlie budget for 1960-61. Wealth tax on companies and the tax 
relating to excess dividends were abolished from April 1, 1960. 
Schedule of rates for income-tax and super-tax was revised for 
1962-63 budget. In 1963-64, Super Profits Tax was levied on cor¬ 
porations and also a surcharge on income-tax. According to 
1964-65 budget tax on income other than Corporation tax was esti¬ 
mated at Es. 250 erores of which the States’ share comes to 
Bis, 108.45 erores. The Corporation tax was estimated at Rs. 306 
erores. The budget for 1965-66 put the income-tax receipts at 
Ba, 294 erores and the Corporation tax at Ba. 386 erores at the 
I«xistmg level of taxation. 
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Compolsory Deposit Scheme was introdneed in the hadget 
for 1963-64 according to which every individual h^ to make a 
eompnlsory deposit of a certain percentage of his income. It h 
withdrawable after the expiry of five years. The C.D.S. was 
abolished in the budget for 1964-65 and was replaced by the 
Annuity Deposit Scheme according to which all persons with 
incomes exceeding Es. 15,000 have to make a compulsory deposit 
on a graded system one-leuth of which can be drawn every year. 

The budget for 1965-66 made major changes in personal tax¬ 
ation in order to simplify and rationalise it. The distinction 
between^ income-tax and super tax has been abolished and the 
two have been integrated. Tax discrimination against unmarried 
persons has been eliminated. Incomes will be char gable to tax 
subject to relief on account of personal allowance of Rs. 2,0»)0 
for every individual with an additional allowance of Ra. l,5fXl 
for a married individual and Rs. 400 for each dependent child 
up to a maximum of two children. For a married individual with 
two dependent children no tax will thus have to be paid up to an 
income of Rs. 4,300 as against Rs. 4,000 as at present. Deductions 
in respect of contributions to provident fund, insurance pre¬ 
miums, and cumulative time deposit scheme have been simpli¬ 
fied. Apart from raising the money limit of concessions from 
Rs. 10,000 to Rs. 12,000, now a straight deduction from income 
of 50% of the amount contributed to the items eligible for 
relief will be made 

Ceilings on Income 

For some time past, the problem of ceilings on income has been 
a live issue in India till the late Prime Minister seemed to have 
silenced it by his intervention in a debate in Parliament. The 
issue was started by an inuoeuou.s reference in the report of the 
Taxation Enquiry Commission and it was taken up with a mis¬ 
sionary zeal by the votaries of socialism. The Taxation Enquiry 
Commission said: ‘There should be a ceiling on net personal 
incomes which, after tax, generally speaking, should not exceed 
approximately 30 times the prevailing average per family income 
in the country". The supporters ignore the guarded manner 
in which the Commission had mentioned it and the qualifications 
to which it was subject and said that the Commission had set on 
it its seal of approval. The Commission had, however, hastened to 
add: “We do not suggest that this is capable of immediate im¬ 
plementation, but we think that it is important to strive by stages 
for its implementation over a period of time. The accomplkh- 
ment of this objective cannot merely be the result of tax-changes, 
but must be related to an integrated approach along several diree-. 
tions”. In view of this expert opinion, it cannot be said that 
the proposal is feasible, at any rate for some time. 

Dr. John Matthai, the Chairman of the Commi'ssiou, eladufted 
the issue (vide Commerce dated Slat January, 1956) by poiitbig 
out that the essence of the Commission’s formula was that tim 
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upper limit to income should be related to the average income and 
that, in anf case, it was not a rigid formula, since equality in the 
context of a socialistic pattern of society must be dynamic as 
well as realistic. The Union Finance Minister declared during 
the debate on the Finance Bill in 1950 that ceilings on incomes im¬ 
plied ceilings on property and that a limit on incomes through 
ceilings on property was not a feasible proposition, since it would 
involve payment of compensation. The Planning (.Commission 
also regarded a ceiling on incomes as the end-product of a pro¬ 
cess, rather than a beginning. On the other hand, the Commission 
cunsiderei^ a floor for incomes, i.e., a certain minimum is no lew 
important than a ceiling at top levels. The Commission reached 
the conclusion that a ceiling could not be imposed merely by 
legislation. The late Prime Minister also remarked in the course 
of a debate in the Parliament that to think that ceiling on incomes 
could be brought about by legislation was wishful thinking. 

To those who advocated ceilings on ineomes for ushering so¬ 
cialism, Mr. Nehru replied that “socialism is not something which 
can be defined as a dead level of poverty. It does not mean 
cutting off of the head of everybody who is above a certain height”. 
He deplored disparities of income and condemned as vulgar the 
display of their wealth by the rich. But the best way to reduce 
inequalities of incomes is by raising incomes of those at the 
bottom and reducing the ineomes of those at the top. Of these 
the more important and the major process is to raise the income 
of the people at the lower end of the income scale. For an 
underdeveloped country like ours, the more important thing is to 
produce more wealth and not to take away incentive.s to wealth 
])rodiu‘tioii by thoughtless measures like the ceilings on incomes. 

Prof, Kaldor, a British economist and an exp(‘rt on financial 
affairs, who was invited by the Government of India to give his 
advice on taxation, has also stated that economic inequality can¬ 
not be reduced through the introduction of absolute ceilingb, so 
long as wealth continues to be prhately owned. The Government 
will not be able to attract the best talent for its newly started 
State enterprises unless it paid salaries fully competitive with 
those offered by private enterprise. The objective of reduction 
of inequalities of wealth can be achieved through comprehensive 
and effective taxes on wealth instead of what Kaldor calls “the 
'spectacular but meaningless” (and indirectly harmful) notion of 
a ceiling on incomes. The marginal tax on incomes had already 
reached 97.5% in 1946-51. To raise it further would eliminate 
very desirable economic incentives. It is said that in England 
heavy taxation makes taxable income into a luxury which the 
rich man can no longer afford to have. Prof. Kaldor thus con¬ 
cludes that “The proposal is not one which a country like India 
cotdd adopt without seriously compromising her prospects of 
growth and improvement or of even the mahatcnance of existing 
standards”. Incentives cannot be eliminated without periloA 
consequences. 
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The case for ceilings on land holdings stands on a different 
footing. The size of effective farms in India is very small and 
ownership of land above a certain size serves no economic pur¬ 
pose and is merely a method of exploiting the peasantry. It is 
often an impediment to improvements in j)roductivity. This is 
certainly not true of higli incomes earned through a successful 
business and professional career or accumulation of fortune*! 
through successful enterprises. Thus, while there can be imposed 
a ceiling on land holdings, it will be inadvisable to do so in case 
of incomes. Hence to fix ceilings on incomes is not only undesir¬ 
able but dangerous in the present circumstances of India. 

The time is not opportune for fixing such a ceiling. A ceiling 
on income at this juncture might sap the initiative for greater 
production. As tor the reduction of disparities in incomes, the 
tTOvernment has already taken several measures, e.g., introduction 
of wealth tax, gift tax, expenditure tax, capital gains tax, etc. 
As production increased and more aA’eiiuc,s of (‘luploymeut were 
created, these dis])arities would automatically lx* reduced to some- 
extent. For tin' present it is essential to provide all j)ONsible 
incentive,s and facilities to (<xpand production 

Customs 

('ustoms duti('s include both import dutie.s and exi)ort duties, 
but the import duties contribute nearly of the total customs 
rev<‘uue. The major portion is derived from revenue duties and 
only a small portion from jn’oteetive duties. The proportion oJ 
customs in the (Vntral revenue has been steadily going down. It 
has declined from in 1951-52 to 35% in 1055-56 and further 
to 209 f in 1960-61. 

The imi)ort duties have been raised from time to time accord¬ 
ing to financial exigencies. In the years immediately preceding 
the Second World War and shortly thereafter, the rates of dutv. 
on several individual items were raised to meet budgetary r“- 
qnirenients. A process of increasing duties and extending their 
coverage has been carried on in recent years. Tlie contribution 
of import duties to the (Vntral Tax Revenue f(‘ll from 48^ in 
1038-30 to about 20% in 1061-62. Tn 1064-65 budg(*t their yip]<l 
was estimated at Rs. 335.70 eror(*s. 

Export duti(‘s constitute a w«‘ll-known feature of the Indian 
fiscal system. Export duty on jute was imposed in 1016 which 
has continued ever since. Export duty on tea has also been 
an important item. During the Second World War, a duty of 
3% was levied on export of cotton yarn and cloth. Since 1946, 
export duties have acquired new importance; duties were im- • 
posed on a number of new articles and old duties were raised. In 
view of the diffieullies experienced by nascent export industries 
in a growing economy, which is afflicted by shortages at yarip^ 
levels leading to higher cost of production, it is -necessary io 
provide substantial assistance to such' industries. Accordk^j^^ 
for 1965-66, it was decided to issue tax credit' certificates to tho 
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c^xpertors up to \h% of the value of their exporta. These certi¬ 
ficates can be used for payment of taxes or refunded in cash. 

The yield from export duties reached the peak firare of 
nearly Rs. 91 crores in 1951-52, but it dropped to Rs. 2.96 erores 
in 1964-65 (B.E.). 

Customs offend against the canon of equity, for they press 
more heavily on the poor than on the rich. This view is support- 
.ed by the analysis given by the Indian Taxation Enquiry Com¬ 
mittee in 1952. According to the Economic Adviser to the Gov¬ 
ernment of India, the ‘‘weight of import duties presses most 
heavilj' on goods of general consumption, less severely on luxury 
good.s and least on capital goods and raw materials.’” 

The customs duties have been tlic mainstay of the Govera- 
meut. and have come to tlieir rescue whenever 4here was financial 
stringency, a^ in the early thirlies. But as India becomes indus¬ 
trialized, less reliance will be placed on customs duties as a sub¬ 
stantial source of revenue and a greater reliance shall have to 
be placed on excise duties. 

Tu 1963-64 (revised estimates) eu-stoms revenue (net receipts) 
amounted to Rs. 320 erores, for 1964-65 it was estimated at (net 
rec(‘ipt8) Rs. 336 erores and for 1965-66 (B.E ) it was estimated 
at Rs. 405 erores. Thus, customs account at present for one-fifth 
of the total revenues of the Government of India. Before World 
War II, they brought more than half of the total revenues. 

‘ Almost all goods pay import duties either for revenue or for 
protecting Indian industries. In recent years, import duties on 
luxury articles have greatly heen increased. Several new export 
duties have also been levied Examples of c.xport duties are jute, 
raw and manufaetur(‘d, raw cotton, on ])ieeegoods, tea, etc. To 
stimulate exports, manj' of the export duties have been abolished 
or rtsliiced greatly in the last five years. 

Estate Duty 

The Estate Duty Act was passed in 1953. It providf'S for im¬ 
position and collecliuii of a duty on eaintal value of property 
changing hands on the death of a person, subject to an exemption 
limit. Distinction may be made between the Estate Duly and 
8uce<*ssion Duty. Estate Duty is levied when, on the death qf a 
person, his estate passes on to his heirs .It is graduated with 
refemiee to the total value of the property left by the deceased. 
The Succession Duty, on the other hand, takes into cCnsideration 
the share of <*ach individual .successor aiul not the total value 
of the estate. It is graduated generally with referenee to the 
‘windfall element, which increases with the distance of relation¬ 
ship between the deceased and the beneficiary. 

In almost all progressive States, death duties, in one form or 
1. .Iftthri' aiul Beri, Tndian Kron<mtr,s, Voh TT, 1941, p. 316. 
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another, oceupy an important place in the system of taxa4i<m. 

In India also the Taxation Enquiry Committee (1024-25) recom¬ 
mended their imposition. But the implementation of these re¬ 
commendations was deferred owiiig to constitutional difficulties; 
since according to the findings of the Federal Court, there was 
no provision in the Act of 1935 for the imposition of estate duty. 
The Act was amended to confer the power of imposing such a 
duty on Indian legislatures. Though levied by the Central Gov¬ 
ernment, the proceeds are distributed among the States according 
to the principles laid down in the Central Act. 

There were two objects kept in passing this Act: (i) to re¬ 
duce great inequalities of wealth distribution so that wealth does 
not concentrate in a few hands; and (ii) to fortify the financial 
position of the States so that they may have funds enough to 
carry through their development schemes, and to enable them to 
improve their existing social services. During the war, huge 
private fortunes were made by some people in spite of E.P.T, 
and other wartime taxation. The introduction of the estate duty, 
it was hoped, would place India on the road to a more equitable 
distnbution of national wealth. Besides mopping up supcrfiuous 
money, it will create a better social order and better social justice. 

Commenting on this measure in the Ileuse of the People, 
Mr. C. D. Deshmukh, the then Fi)ianee Minister, said: “The ad¬ 
dition to our resources that this measure will achieve will not, 
perhaps, be significant. I expect that in the long run the socio¬ 
economic consequences will be more important than the financial 
re-sults India will have accomplished a major non-violent re¬ 
volution on the basis of real democracy.” Pears have been ex¬ 
pressed, however, that the Act would sound the death-knell of 
the joint Hindu family system. 

The charging clauses of the Act generally foUow the pro¬ 
visions of similar Acts in the United Kingdom. The Estate Duty 
is charged on the total value of the property left by the deceased 
whether according to his own disposition or as a result of settle- 
jnent made by others. The governing principle is that the title 
of the State to a share in the accumulated property of the de¬ 
ceased is an anterior title to that of the interest to be taken by 
those who are to share it. 

No duty is payable on the first slab of Rs. 50,000 of property 
consisting of inter<*st in a Hindu family and in the case of others 
the first slab of Rs. 1 lakh. The balance is chargeable at progres¬ 
sive rates on the slab system. The properties exempted from duty 
are: (a) gifts for public charitable purposes made within six 
months of death to the extent of Rs. 2,500, (b) gifts for any other 
purpose within two years of death to the extent of Rs. 1,500, (c). 
proeeeda of insurance policy for the purpose of paying Estate 
Duty not exceeding Rs. 50,000, (d) moneys deposited with tfie * 
Government for the purpose of paying Estate Duty not exccq&dinf 
Rs. 50,000, (e) insurance proceeds on the life of thi? d^iwasea ' 
to the extent of Rs. 50,000, and (f) moneys earmarked for the ' 
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autfmg« of my femate srelative depend^t on the deceased to the 
extent of 5,0(K) for each such relative, 

All deaths occurring within a period of three months of the 
first death in respect of which duty has been paid are treated aa 
one death. 

The Estate Puty Amendment Bill passed in Aughst 1958 
reduced the duty from 6% to 4% on the &st slab after Es. 50,000 
and from 8% to 6% on the next slab. The exemption limit was 
reduced from Rs. 1 lakh to Rs. 50,000. 

The Indian Estate Duty makes no distinction between in¬ 
herited and acquired properly, nor does it draw any distinction on 
the basis of the consanguinity of succession duties. The mini¬ 
mum exemption limit is higher and the rates charged are lower 
than in other countries. In tlie words of the Taxation Enquiry 
Commission, “There seems to be a case for changes both in the 
system and the rates of the estate duty with a view to making it 
more effective instrument for lessening both the range and the 
magnitude of inequalit 5 ’^ of wealth in the country.”^ It should 4>e 
made more progressive. The yield from Estate Duty was esti¬ 
mated at R«. 4.35 Crores in 1963-64 (R.E.), for 1964-65 (B.E.) 
and 1965-66 (B.E.) at Rs. 7.40 crores. 

Tax on Capital Gains 

This tax was first introduced in 1946 and continued till 
March 1958, It was revived with effect from April 1, 1956. It 
is applicable to capital gains resulting from the sale, exchange 
or transfer of capital assets. If, however, the capital gains during 
the year are less than Rs. 5,000, no capital gains tax is payable. 
It is also not payable if the capital gains together with other 
income of the assessee do not exceed Rs. 10,000. The tax is 
imposed only on realised capital gains and not on accrued pro¬ 
fits. Capital gains arising from the sale of agricultural land or 
of personal effects or household goods are exempted from this 
tax. If a person sells a residential house in order to acquire an¬ 
other he does not become liable to pay this tax on the capital 
gain made in this sale. As in the case of income-tax, capital 
losses are allowed to be carried forward and set off against the 
taxable capital gains of subsequent years. The capital gains are 
taxed at the rate of income-tax payable for the total income, in¬ 
truding therein only one-third of capital gains. The capital gains 
are not liable to super-tax. In 1962-63, it was proposed that for 
levying the tax on capital gains, they slionld be divided into two 
categories, viz., gains arising on transfer of a short-term capital 
asset and gains arising on transfer of other capital assets. The 
first category will be taxed in the same manner as Income other 
than capital gains and the second at a flat rate of 25% 
or as on transfer of short-term capital assets whichever is mora 
favourable. The basic tax-free limit of Rs. 5,000 will continue 


1. Beport, p. 247. 
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oiiijr in the c&ue of capital gaina aming on trantf^er of capital 
asaets other than short-term capital assets. 

Tax on Wealth 

Egalitarian and financial considerations led to the imposition 
of two new major taxes in the 1957-58 budget. One of these 
yras the Wealth Tax. It is imposed on the net wealth of indi¬ 
viduals, Hindu undivided families and companies. The exemp¬ 
tion limit is Ks. 2 lakhs in the case of individuals, 4 lakhs in 
the case of Hindu undivided families'* and Rs. 5 lakhs in the 
ease of companies. In the case of individuals and the Hindu 
•undivided families, in respect of wealth in excess of the amount 
exempted, the rate of the tax is I per cent for the first Rs. 10 
lakhs, 1 per cent for the next Rs. 10 lakhs and li per cent on the 
h.alance. In the ease of companies, on values in excess of Rs, 5 
lakhs, the rate is i per cent. Certain types of properties such as 
agric^tural properties, properties of charitable trusts, personal 
effects and balances in recognised provident funds and insurance 
policies are completely exempted. Jewellery is exempted up to 
Rs. 25,000. The banking, insurance and shipping companies are 
altogether exempted. New industrial undertakings enjoy exemp¬ 
tion for the first five years. Shares held by one company in an¬ 
other company are not to be included in taxable wealth. Foreign 
companies are to pay tax on their Indian wealth. The Wealth 
Tax on companies was abolished with effect from April 1, 3960. 
In 1962-63, the wealth tax rates were raised by ,25% and .5% 
on the two highest slabs and slab structure revised a little, Foi’ 
1965-66, additional wealth tax was levied on the value of urban 
property in certain cases. In 1964-65 budget the yield was esti¬ 
mated at Rs, 10.20 crores and for 3965-66 (B.E.) at Rs. 12.00 
erores. 

Expenditure Tax 

The other new tax imposed in 1957-58 was the Expenditure 
Tax. It is levied on individuals and Hindu undivided families 
whose income for income-tax purposes exceeds Rs. 36,000. Several 
exemptions and deductions have been provided. Provision has- 
also been made for a basic allowance of Rs. 30,000 for an assessee. 
Besides basic allowance, deductions in respect of expenditure in¬ 
curred on the maintenance of parents, for marriage, medical treat¬ 
ment and educational expenses abroad are also allowed subje(tt 
to certain specified limits. The tax is levied on the slab system, 
the rate varying from 30% on the first slab after the exempted 
amount to 100% on the highest slab. The tax became effective 
from the year 1958-59. A minor amendment made in 1960 pro¬ 
vide for allowances for expenditure incurred on leave travel in 
India as well as education of children in India. It was estimated 
to yield Rs. 18 lakhs in 1963-64 (R.B.), and for 1964-65 and 1965- 
66 (&.E.) Rs. 1.55 crores. It has been ineffective an instrument 
of economic restraint and unattractive as a source of revenue.*' 
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QMt Tax 

The Gift Tax came into force on April 1, 1958. To arrive at 
the figure of taxable gifts from the total value of the gifts made 
daring a previous year, the various items of gifts exempt under 
Heetion (1) of the Act should first be deducted. If the btdance 
exceeds Es. 10,000 in one previous year, the excess constitutes 
the value of taxable gifts on which the donor will have to pay 
tile tax at the rates mentioned in the schedule to the Act. Charit¬ 
able institutions, Government companies, corporations established 
by Central and State Acts and public companies whose affairs are 
controlled by six persons or more are exempted. Other conces¬ 
sions include: (3 ) reasonable gifts to children for the education 
and to employees and dependants by way of bonus, gratuity and 
pension; (2) gifts for carrying on business, profession or vocation, 
and (3) ^ts made from ex-rulers’ privy purses for maintenance 
of dependants and the performance of official ceremonies. The 
rates of tax are based on a slab system and vary from 4% on tJu* 
first slab of Rs. 50,000 to 40% on gifts over Rs. 50 lakhs. The 
yield from this tax in 1903-64 (R.B.) if^ estimated to yield R«. 1.10- 
erores and for 1904-65 and 3005-66 (B.E.) Rs. 3.10 crores. 

Currency and Blint 

The Reserve Bank of India was nationalised on 1st January 
3949. Thfis all the profits of the Reserve Bank go to swell th<* 
revenues of the Ceiitral Governm«*nt. Even before the nationalis¬ 
ation. shareholders were paid a fixed dividend at the rate of 
Zy/< and the rest of th(‘ [wofits accrued to the Government, hi 
recent years, the profits of the Reserve Bank hav«* been rising" 
rapidly because of the large borrowings by the Government from 
the Bank against Treasiiry Bills for financing the Plan. Thus, 
income under currency and mint Inis risen to Rs. 43.60 erores 
(revised estimate) foi- 1962-63 from Ks. 19.75 erores in 1955-56. 
The expected ineotiw' from this source in 1963-64 (R.K.) is placed 
at Rs. 57.37 erores, for 1964-65 (liK.' Rs 53.73 erores and 
for 1965-66 iB.E.) Rs 61.69 eron^s 

It will b(‘ obvious from the above at count that Union excises, 
income-tax and customs are the chief sources of the Central Gov- 
ernmeut’s revenue receipts. Together they account for nearly 
nin(‘-tei:ths of the total revenue; in the budget for 1964-65, their 
combined revenue comes to Rs 1.3*55 72 erores out of the total 
revenue of Rs. 1,970.84 crores 

Railways 

The Central Government gets a share in the profits of the* 
Railwayii. During World War II, the Railways made usually high 
profits. The share which the Government obtained, therefore, 
set now records. In 1950, a nev’ Railway Convention was adopt¬ 
ed according to which the Central Governnient has been gua¬ 
ranteed a dividend of 4% on the loan capital invested in the* 
Railways. The convention was revised in 1954 and later in I960, 
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After paying interest out of this dividend the Central iJoYnm- 
ment is left with some money which may be called the net com 
tribution of the Railways to the Central budget. For 1964-65 it 
is estimated at Bs. 30.83 crores. 

Posts and Telegraphs 

They are primarily run for public convenience rather than 
for profits. The net annual contribution is, therefore, not very 
large and has been placed at only Rs. 6.82 crores in the budget 
for 1963-64. 


Oentral Expenditure 

The chief itema of expenditure are: Defence Services, Deve¬ 
lopment Services, Civil Administration and Debt Services. The 
public expenditure in India has continued to swell and has grown 
to huge dimensions. It has increased in the present century 
from Rs. 88.07 crores in 1899-1900 tb Rs. 1,876.76 crores in 
1964-65 (B.E.) budget and to Rs, 2,116,48 crores in 1965-66 (B.E.). 
It has been rapidly going, up since we started our economic de¬ 
velopment plans. It rose from Rs. 346.64 crores in 1950-51 to 
Rs. 440.74 crores in 1955-56 and further to Rs. 826.21 crores in 
1960-61. 

Defence Expenditure 

It constitutes roughly one-third of the total expenditure, 
iiince the partition, the defence expenditure has gone up due to 
political uncertainty prevailing in the world abroad, trouble on 
our borders, and the unsettled conditions prevailing at home. In 
particular, the uneasy Indo-Pakistan relations and the Kashmir 
question are responsible for increases in the defence expenditurf. 
It is now expected to jump up owing to Indo-China armed confii<'T. 
Dur efforts in building up the Navy and the Air Force and 
modernising the Army have worked in the same direction. The 
increase in the defence expenditure in 1961-62 was presumably, 
due to a large extent, to the Goa Operation. It was also due to a 
large provision for stores, equipment transportation and other 
barges. In 1963-64 (R.E.), it shot up to Rs. 692.55 crores from 
Rs. 451.81 crores in 1962-63 (B.B.). This sudden and big rise 
was due tx) Chinese Aggression which has compelled complete re¬ 
thinking on defence strategy. For 1964-65 (B.E.) it was put at 
Rfi. 717.80 crores, and for 1965-66 (B.E.) at Rs. 748.74 crores. 

Civil Administration 

The expenditure on civil administration has also gone up 
markedly since Independence. In 1948-49 it was Rs. 40.5 crores 
and Bs. 33.57 crores in 1955-56. For 1964-65 (B.E.) it is esti¬ 
mated at Rs. 81.84 crores. They pay roll has continued to swelL 
This is the necessary incidence of democracy. The creation of 
•emba^es—the insignia of an independent State—, relief 'md 
jhabilitation of the refugees, and the food subsidies are 
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Important factors responsible for the abnormal Increase in our 
eivil expenditure. The number of ministries has continued to 
expand. The Secretariat, too, correspondingly multiplied. There 
is a continuously flowing stream of delegations to international 
conferences. All this means more and more expense. 

Social and Davelopmant Expenditure 

The Social and Development Services are another item that 
has experienced a marked rise in recent years. These services 
include irrigation and multi-purpose river schemes, posts and 
pilotage, lighthouses, light ships, scientific departments, edu¬ 
cation, medical, public health, agricultural and rural develop¬ 
ment, veterinary, cooperation, industries and supplies, aviation, 
broadcasting, civil works, electricity schemes, etc. The increase 
in this expenditure is inevitable concomitant of the shift of em¬ 
phasis to development. The expenditure on Social and Develop¬ 
ment Services has increased from Bs. 39.50 crores in 1950-61 W 
Rs. 82.41 crores in 1955-56 and to Bs. 236.40 crores in 1960-61, 
In 1964-65 budget it has been estimated at Bs. 168.14 crores and 
for 1965-66 (B.B.) Rs. 184.66 crores. ’ The swelling expenditure 
bas resulted in growing emphasis on the need for economy. 

Awistance to States 

Since Tecent years a very important item of Central Govern¬ 
ment expenditure has been the grants and other financial assist¬ 
ance that the Centre extends to the States. One category of such 
grants is the statutory grants as recommended by the Finance 
Commission. Another includes the gprants made to the jute- 
producing States in lieu of export duties on jute goods. StUl an¬ 
other category of grants are for developmental purposes such as 
grow more food, coramunit}’^ development and industrial housing 
schemes. The sum of all these grants, contributions, etc., has 
been estimated at Rs. 293.21 crores for 1964-65 (B.B.)* and for 
1965-66 (B.B.) at Bs. 327.11 crores 

Debt Services 

Interest-bearing obligations of the Government of India 
totalled R.S. 4,919.6 crores at the end of the financial year 1958-59. 
Interest has to be paid on them and on the new interest-bearing 
obligations being incurred by the Government. In the budget 
for 1964-65, interest payment on public debt has been put at 
Rs. 318.41 crores and for 1965-66 (B.B.) Rs. 356.11 crores. 

Direct Dmxtands on Revenue 

The cost of collection of revenue constitutes another major 
head of expenditure. In the budget for 1964-65, it accounts for 
Rs. 25.34 crores and for 1965-66 (B.B.) Rs. 28.88 crores. 

expenditure on Refugees 

Since partition, large amounts have had to be annually spent 



INDIAN BCONOMtOS 


6U 

oa; (a) providing relief to the refugees in camps, and (b) re¬ 
habilitating them. The Central Government has been bearing the 
bulk of the expenditure with the State Governments concerned. 
The expenditure on this item is, however, declining as the work 
of refugee rehabilitation is being wound up. In the budget for 
1961-62, Rs. 11.28 crores were provided under this head. Recent 
influx of refugees from East Pakistan has once again increased 
this item of expenditure. 

Mucellaneons 

Prom time to time some uew but temporary head of expen¬ 
diture emerges. Subsidy on foodgrains may be cited as the best 
example. * In 1951-52, 50 crores were paid by the Central 

Government as food subsidies (to subsidise the sale of imported 
foodgrains). Gradually it was reduced so that in 1952-53 Rs. 23 
crores were paid and in 1953-54 only Rs. 1.8 crores and in the 
budget for 1954-55 it did not figure at all. In the budget for 
1964-65 the Miscellaneous item accounted for Rs. 78.80 crores and 
for 1965-66 (B.E.) Rs. 116.27 crores. 

Central Budget for 1965-66 


The following is a summary statement of the budget:— 

Revenue Budget 

(mi lakhs of rupees) 



Budget 

Revised 

Budget 

Receipts 

jy64-6.> 

1964-65 

1966 6« 

OuatomB 

3,36,37 

3.86,00 

4,05,00 

14,50^ 

Union Excise Duties 

7,69,54 

7,73,05 

8,27,17 
- 7,98* 

Corporation Tax 

2,96,67 

3,42,00 

3,86,00 

-14,40* 

Taxes on Income 

2,47,28 

2,68,00 

2,94,00 ■ 

Estate Duty 

7,40 

7,00 

7.40 

Taxes on Wealth 

10,20 

11,05 

12,00 
-hi.00* 

Expenditure Tax 

1.5.5 

75 

1,6.5 

Gift Tax 

3,10 

3,10 

.3,10 

Other Heads 

21,57 

21,93 

23,87 

Debt Services 

2,52,14 

2,65,57 

2,96,73 

Administrative Services 

8,98 

9.13 

9,51 

Social and Development Services 

28,13 

30,40 

23,67 

Multi-purpose River Schemes, etc 

11 

12 

13 

Public Works, etc. 

3.75 

3,90 

3,94 

Transport and Communications 

6,81 

7,14 

6,76 

Currency and Mint 

.53,73 

52,11 

61,09 

Miscellaneous 

Contributions and Miscellaneous 

17,29 

21,38 

26,47 

Adjustments 

31,08 

32,71 

34,81 

Extraordinary Items 

Deduct—Share of Income-tax payable 

1,43,31 

1,24,62 

60,60 

to States 

Dsduof—Share oi Estate Duty payable 

-1,07,49 

- 1,23,77 

-1,22,93 

to States 

-7,22 

-6,78 

-7,17 

TOTAIi 

21,24,30 

22,28.41 

23.53,09 
- 63S* 


of Budget proposals. 
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Disbanements 

Ciolleoiion of Taxes, Duties and other 

Budget 

1964-65 

Revised 

1964-65 

Budget 

1965-66 

Principal Revenues 

2r>,34 

26,41 

28.88 

Debt Services 

3,18,41 

3,17,61 

♦3,66,11 

Administrative Servicon 

81,84 

82,17 

9U6 

Social and Development Serviccb 

1,68,14 

1,05,11 

1,84,66 

Multi-purpose River Schemes etc. 

1.84 

1,33 

1,98 

Public Works, etc. 

20,21 

20,66 

22,98 

Transport and CommunicationH 

IU,1H 

10,37 

10,62 

Currency and Mint 

17,33 

1,7,36 

16,40 

Miscellaneous 

Ckintributions and Miscellaneous Ad 
ju&tmente : 

(.Irants to States and Union Torn 

98,-.1 

95,17 

1,16,27 

tory Governments 

2,89,08 

2,88,.76 

3,27,11 

States’ share of Union Excise Duties 

1,40,98 

1,27,34 

1,40,84 

Other Expenditure 

4,13 

4,32 

4,69 

Extraordinary Items 

l,t7,o2 

1,28,04 

65,84 

Defence Services (Not) 

7,17,80 

7,16,81 

7,48,74 

Total 

20,41,31 

19,99,26 

21,16,48 

Deficit ( ) 

Surplua {-f) 

+ 82,99 

+2,29,1.7 

+2,36,61 

6,38* 


* Effect of Budget propobale 


New Taxation Proposals 

The following aiv tho main taxation lu’oposala for 3965-66. 
Kednction in Excise Duties 

Exci.se duty on footwear, eyele parts, tyres and tubes, print¬ 
ing and writing papers used in the publication of registered 
dailies, silk fabrics, gramophones, cigar and silver abolished. 

Duty on controlled varieties of grey as well as processed 
coarse and medium cloth reduced by 50 per cent. 

Duty on rayon yarn of coarser and industrial deniers and 
cellulose staple fibre to be reduced. 

Marginal reduction of duty on staple fibre yarn. 

Increase in Excise Duties 

Duty on copper and copper alloy in crude form raised from 
Rs. 300 to Rs. 1,000 a ton and that on circles and sheets from 
Rs. 500 to Rs. 1,500 a tonne. 

Duty on steel ingots, plates and rails and sleeper hars raised 
l»y Rs. 10 a tonne, on semi-finished products and bars, rods and 
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structurals by lU. 15 a tonne; on black sheets and hoops by 
Rs. 40 a tonne and on skelp by Ks. 50 a tonne, on strips by Rs. 90 
a ton and on galvanized plates and sheets by Rs. 100 a tonne. 

Effective duty on tin plates and tinned sheets raised from 
Rs. 165 jbo Rs. 225 a tonne. 

Regulatory customs duty of 10 per cent of the value on im¬ 
ported goods imposed to continue. Levy increased in some cases. 

Import duty on stainle.ss steel plates and sheets raised from 
30 per cent to 100 per cent ad valorem. 

Duty on steel tin plates raised from Rs. 100 a tonne plus 5 
per cent to Rs. 325 a tonne continuing the present preference of 
Rs 20 a tonne where it Ls applieable. 

Duty on painis, colours and painters materials not other¬ 
wise specified raised from 60 per cent to 75 per cent; on Sodium 
Hydro-sulphite from 40 per cent to 100 per cent, on essential oila 
and perfumery not otherwise specified from 75 per cent to 100 
per cent, and on paper not otherwise specified, but excluding 
newsprint and printing and writing paper, from 50 per cent to 
75 per cent. 

Customs 

Statutory import duty on raw cotton raised to 50 paise per 
kilogram. 

Tax credit to exporters up to 15 per cent of the value of ex¬ 
ports. 

Tax Benefits to Industries 

List of eligible industries for tax benefits enlarged to include 
limestone, flame and drip-proof meters, malleable iron and steel 
eastings, calcium ammonium nitrate and ships. 

Manufacturing companies to be given certain tax concessions 
to enable them to build up adequate reserves. 

Special concessions to encourage shifting of big industries 
from overerdwded major cities; in the case of public companies 
refund of tax to be made on any capital gains made on sale of 
land and building in such cities to the extent that capital gaina 
are reinvested in new areas. 

Standard rate of development rebate to be reduced to 15 
per cent from 20 per cent. 

Tax credit certificates up to 25 per cent of excise duty be 
paid on additional production over a specified base yewr. 

FunSfy Flftosliig 

Companies to be allowed certain tax deductions on 
diturc inetirred by them in encouraging family planning 
tbe employees. 
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Peniolud Taxation 

Additional wealth tax to be levied on vast aceummulation of 
urban property in towns on the basis of population. Levy ranges 
from X to 4 per cent on successive slabs of the total market value 
of property. 

Exemption from wealth tax for five years for equity invest¬ 
ment in new industrial companies. 

Tax discrimination against unmarried persons eliminated. 

Tax deduction on contributions to provident fund, insurance 
premium and the Cumulative Time Deposit Scheme simplified. 

The highest marginal rate on unearned income reduced from 
88.25 to 81.25 per cent and that on earned income from 82.5 to 
74.75 per cent a^ a result of streamlining the tax structure. 

In respect of estate duty and gift tax, some of the existing 
concessions enlarged. 

Oomments 

The budget for 11165-B6 is remarkable in several ways. It 
affords welcome reliefs to the tax-payers of all categories and 
attempts to bofwt the investment market by providing incentives 
for savings and investment so that the rate of economic growth 
may be accelerated. It has also the merit of being a surplus 
budget after a series of deficit budgets. The budget is an attempt 
to combine social objectives of the Constitution and meeting the 
•^quirements of a developing economy. In fact it re])resonts a 
climax of the efforts for the fulfilment of the Third Plan. But it 
is a mixed fare, palatable in some parts and les.s palatable in 
others. Let us first take the bright side. 

Its first merit is that it is a surplus budget. As such it is a 
symbol of financial stability. By correcting the wide disparity 
between expenditure and receipts, it has created an environment 
of financial and monetary stability. It is bound to improve India’s 
credit in the world markets of finance. But what detracts some¬ 
what from this achievement is that the surplus is due to larger 
revenues than to reduced expenditure. There is little evidence of 
economy. All the same, a surplus budget must be considered a 
good budget when inflationary forces are exerting a strong pres- 
'sure On the economy. 

Secondly, from the theoretical point of view the budget goes 
a long way in rationalising and simplifying the tax structure. 
Income-tax and super-tax have been integrated and instead of a 
complicated system of rebates on tax there will be straight de¬ 
ductions from total income. Besides, the distinction between 
married and unmarried individuals in the matter of personal 
taxation has been removed. These are indeed salutary refomu*. 

Tkirdly, the budget gives relief in taxes at all levels, The 
common man gets relief through the reduction in excise dutiea on 
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articles of general consumption, e.g., footwear, cycle parts, etc. 
There is also a general reduction in the rates of person^ taxation 
affording much needed relief to all income-tax payers. The re¬ 
duction in the highest marginal rate on earned and unearned in¬ 
comes is particularly welcome. The reduction in ceiling rates 
is calculated to reduce tax evasion and provide incentives to 
work and save. 

Fourthly, the budget contains some gestures intended to en¬ 
courage investment. It provides five years’ exemption from wealth 
lax on equity investment in new industrial concerns. There are 
provided some new exemptions from estate duty to soften its 
rigours. It offers direct financial assistance to export industries, 
and bounties on additional productions. The aim is to improve 
the climate for investment and promote rapid economic growth. 
The capital market has been in doldrums for some time and the 
budget seeks to remove this frustration and put an end to the 
psychological drag so that the capital market looks up. 

Fifthly, there is a new welcome device of tax credit certi¬ 
ficates. This device has been used for several purposes, e.g., ex¬ 
port promotion and increasing production and productivity in 
manufacturing concerns. Rebates are to be allowed in the form 
of tax credit certificates in excise duties and direct taxes on ex¬ 
cess income over a base year’s. 

Sixthly, the budget make^j a bid to unearth unaccounted 
assets popularly known as ‘black money’. Inducements have been 
offered for voluntary disclosure of ‘black’ money which is a sort 
of plague distorting and corrupting the Indian economy. A 
number of concessions have been offered to those who will volun¬ 
tarily declare their hidden wealth and severe penalties for those 
who will not respond to this gesture. 

Seventhly, additional tax will he levied on wealth in the 
form of urban property and also a duly on land pureha.ses in 
large cities. This will reduce speculation in urban property and 
also remove to some extent disparity in income and wealth. This 
is a step, however small, in the direction of socialistic pattern of 
society and as such is highly desirable. These provisions will also 
close an important outlet for ‘black’ money. 

Eighthly, the budget offers some inducement for decentralis¬ 
ation of industry. There is going to be reduction in tax on 
capital gains from the sale of buildings and machinery in big 
cities to the extent the proceeds are invested elsewhere. This 
measure will help the movement of industry from the congested 
industrial centres to more healthy and open places. 

Ninthly, the dividend tax, tax on bonus shares and annuity 
deposit scheme have been retained as anti-inflationary measures. 
For the same purpose, deficit financing has been reduced to the 
minimum. These are supposed to serve as wholesome restraints on 
inflation and maintain price stability. The issue of gold bondu 
carrying 7% interest will also have similar effect. 



CENTRAL FINANCE 


570 


Finally, excise duties, on scarce raw materials have been in¬ 
creased. This will have the effect of proper rationing and econo¬ 
mic utilisation of those materials. No industrialist can afford to 
waste them. 

In short the budget for 1965-C6 is a step in the dire(?tion of 
financial and price stability, mobilises adequate resources for the 
Plan and other essential expenditure, creates a climate for sav¬ 
ings and investment, seeks to boost production and exports, simpli¬ 
fies and rationalises tax structure and provides relief to all classes 
of tax-payers. 

But there is the other side of the picture, the less bright side. 
The aims are right but the steps are too few or too feeble to 
achieve them. Par from buoying up the capital market, the in¬ 
dustrial shares toppled down when the budget was presented. 
Obviously the budget has not improved the normal expectations of 
the investors. The Finance Mjnister has been less than gener¬ 
ous to the corporate sector. The incentives offered are far too 
inadequate, for the corporate taxation still affects the morale of 
the investor. Tax on di\idends as well as sur tax stays; the 
standard rate of development rebate has been reduced; and the 
capital gains tax on bonus shares has been only partially modi¬ 
fied. These taxes had produced a semse of frustration in the 
minds of the investors. Their severity still remains unmitigated. 
The remedy is too inadequate to improve climate of investment. 

The fiscal strategy adopted by the Finance Minister for the 
corporate sector is negative. lie has dangled rediietion from a 
basically high rate of tax as a bait for specific performance in 
certain industrial fields. It is not the selectivity of the approach 
that can be objected to But what is needed is the positive ap¬ 
proach of the inducement of a lower level of taxation. A lower tax 
on companies would provide general impetus for economic growth. 
To justify high level of taxation as a restraining influence on prices 
is a vain hojio as the past experience has shown. In the past two 
years both taxes and prices have been running high for the simple 
reasons that high taxes and credit curbs have raised the cost of 
manufacture. The reduction in the rates of personal taxation is 
only marginal, whereas wealth tax, gift tax, expenditure tax and 
estate duty which were raised last year have been left at the same 
high pitch. If the clouds of pessimism are to be lifted from the 
investment market, three things are essential: (a) Eemoval of 
anomalies with regard to earned and unearned income, (b) aboli¬ 
tion of dividend tax in its present form and (c) abolition of tax 
on bonus shares. 

Another point of criticism is that even though oonseious effort 
has been made to simplify taxation the annuity deposit scheme 
has been left untouched. Its scrapping off would have given the 
hard pressed tax-payer much needed relief besides simplifying the 
tax s^Tstem, 

There is also a case for further lenient treatment of voluntary 
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disclosures of concealed wealth and incomes. It is doubtful whe¬ 
ther the inducements offered so far will prove strong enough to 
persuade the tax-dodger to disgorge his hidden assets or i>erhaps 
the holders of *black’ money do not take the efforts of the authori¬ 
ties in this direction very seriously. The trouble with the Indian 
administration is that it is bold to declare a desirable policy but 
fails miserably in its implementation. 

We might say in conclusion that the proposals embodied in the 
budget are in the right direction but the inducements offered are 
not to the right extent. The medicine is right but the doses are 
too small. 


Indian Public Debt 


Nature of Public Debt 

India occupies a very happy position so far as her public debt 
is concerned, because most of her public debt is productive, and 
yields a large revenue. The bulk of her debt is invested in solid 
and lucrative assets like railways or is loaned out to the States. 

An important war-time development was the virtual wiping out 
of the country’s foreign debt. Funded debt of India in Great 
Britain which stood before the war at £300,000,000 was extin¬ 
guished. The total amount of repatriated sterling debt up to 
February 21, 1944, was £350 million. Since then the railway 
annuities and debenture stock, too, have been virtually liquidated. 
That the character of public debt in India has undergone a signi¬ 
ficant change is clear from the fact that it is now largely in the 
form of rupee debt. In 1938-39, the sterling debt was Rs. 464.94 
crores, and by 194546 it came down to barely Rs. 41 crores. 

But how has this miracle been accomplished? India’s balance 
of trade was markedly favourable; she sold more than she pur¬ 
chased from outside; she sent large quantities of military sup¬ 
plies to the British Government; she incurred expenditure on be¬ 
half of the Allies; she had to recover a portion of war expenditure 
from the British Government. She also received a substantial 
amount towards the cost of modernization of the equipment of 
the Indian Army. All these factors cumulatively turned the 
scales in favour of India. India accumulated sterling balances 
which stood at £1,330 million on March 31, 1946. Since then 
they have been falling due to large imports of foodgrains and 
consumer gooda and recurring trade deficits. 

Sixe uid Oomposition af the Pnblie Debt 

The interest bearing obligations of the Government of India 
include public debt, unfunded debts, deposits bearing interest and 
foreign debts. These obligations rose to Rs. 2,500.73 crores in 
1950-51 to Rs, 5,455.03 crores in 1960-61. An event in 19^-61 
was the issue of Prize Bonds with effect from April 1, 1960. The 
Government of India iSsued five-year interest-free be&rer Brize 
Bonds in denominations of Rs. 100 and Rs. 5. The holdsM of 
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the Bonds participate in quarterly drawal of prizes, which are 
free of income-tax. The prizes range between Bs. 5(X) and 
Bs. 25,000 in case of 100-rupee bonds and Bs. 7,600 and Es. 50 in 
case of 5-rupee bonds. 


As against these liabilities, interest-yielding assets of the 
Government of India (capital advanced on railway, posts, and 
telegraphs, public sector industries. State Governments, etc.) 
amounted to Bs. 1,681.21 crores at the end of March 1951, and 
rose to Bs. 5,089.65 crores in 1960-61. 

The composition of the Public Debt by the end of March 
1965 is expected to be as follows; 

(Bs. in crores) 


Total Public Debt (India) .. 4,757.74 

Total unfunded Debt (including Small 

Savings) .. 2,218.35 

Total Deposits (India) .. 264.36 

Total Public Debt (Foreign) . . 2,418.14 

Total Public Debt (both internal and 

external) .. 9,658.59 


As against the intere.st-bearing obligations, the interest-yield¬ 
ing assets of the GoveijRuiunt^ of India at the end of March 1965 
are expected to be as follows: 

(Bs. in crores) 


Capital advanced to Railways 
Capital advanced to other Commercial 
departments 

Investment in Commercial Concerns 
(Industrial) 

Capital advanced to States 
Capital advanced to Union Territory 
Governments 

Other interest-bearing loans 
Sterling pension^ Annuities purchased 
Debt due from Pakistan 
Total interest-yielding assets 


2,387.06 

306.79 

1,012.44 

3,392.71 

27.24 

1,164,86 

14.23 

300.00 

8,605.36 


The outstanding public debt of the Government of India is 
expected to amount to Bs. 7,183 crores at the end of the current 
year and Bs. 7,842 crores at the end of 1965-66. 

According to the explanatory memorandum on the budget, 
public debt at the end of next year will consist of Bs. 5,077.78 
crores of debt raised in India and Bs. 2,763.80 crores to be raised 
outside the country. 


Debt raised in India comprises “permanent debt” and “floating 
debt.” “Permanent debt” covers loans raised in the open market 
including prize bonds and 15-year annuity certificates and ‘float¬ 
ing debt’ represents borrowings of a temporary nature and in* 
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eludes ad hoc Treasury Bills issued to the Reserve Bank of India 
and State Bank and other treasury bills. 

The debt raised outside India at the end of 1965-66 will 
amount to Rs. 703.21 crores under the head “Loans from U.S.A.” 
Rs. 109.51 crores from the U.S. Export-Import Bank and Ra. 531 
crores under PL 480 funds. 

Loans from the Government of United Kingdom will amount 
to Rs. 269.45 crores, Rs. 288.67 crores from the Soviet Union, 
Rs. 190.62 crores from West Germany, Rs. 171.67 crores from the 
World Bank and Rs. 205.78 crores from the International Deve¬ 
lopment Association. 

The budget provides for a repayment of Rs. 97.29 crores in 
1965-66 towards debt raised outside India, as against Rs. 85.11 
crores in 1964-65. 

The budget also makes a provision for payment of a total of 
Rs. 693.41 crores as loans and advances to State Governments. 
The revised figure under this head for the current year is Rs. 6J0,80 
crores, 

India’s public debt position is, on the whole, quite sound. 
This is so, firstly, because India’s publie debt is to the extent of 
over 90 per cent an internal debt. And the servicing of an in¬ 
ternal debt involves only an internal traulfer of income from the 
tax-payers to the debt-holders and entails no net burden on the 
community. Moreover, since the external debt is not very large, 
the foreign exchange required annually to service it involves 
only a small burden on the country’s foreign exchange resources. 
Secondly, the public debt position is sound because only 20 per 
cent of the debt is unproductive. Even if Rs. 300 crores due 
from Pakistan are written oflF as irrecoverable, the unproductive 
debt would be no more than 25% of the total. 
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State Finance 


At one time the Indian provinces had no independf*nt finan¬ 
cial existence. They were at the mercy of the Centre and were 
fed by annual grants. The proce.ss of financial devolution cul¬ 
minated in 1919 in a clear-cut division of revenue sources between 
the Central and Provincial heads. Now the taxes within the 
jurisdiction of Stale, given in Li,st 11, Seventh Schedule, are: land 
revenue, taxes on sale and jmrchase of goods except newspapers j 
taxes on agricultural income; taxes on lands and buildings; estate 
and succession duties in n'apect of agricultural land; excise on 
alcoholic liquors and narcotics; taxes on the entry of goods into 
the local area; taxes on mineral rights subject to any limitation 
imposed by Parliament; taxes on the consuniption or sale of elec¬ 
tricity; taxes on vehicles, animals and boats; stamp duties, ex¬ 
cept those specified in tin* Union List; taxes on goods and passen¬ 
gers carried by road or inland waterways; taxes on luxuries in¬ 
cluding entertainments, betting and gambling; tolls; taxes on 
professions, trades and callings and employment; capitation taxes 
and taxes on advertisements. The States are forbidden to tax 
(a) imports or exports, (b) inter-State trade, and (c) sale of 
goods declared essential for the life of tlie community. 

The total revenue of all the States put together has been 
estimated for 1964-65 (B.E.) at Rs. 1,554.69 crores and total ex¬ 
penditure Es. 1,547,94 erores. 

State Revenues 

General Sales Tax 

This is now the biggest source of State revenue. The sales 
tax was first introduced in Madhya Pradesh in 1938 in the form 
of petrol tax. In 1939, Madras introduce^ the general sales tax 
on the multi-point system. Next Bengal adopted single-point ays- 
tem in 1941. The Punjab Act of 1941 wa« baaed on the multi- 
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point model, and Bihar followed the single-point system in 1944. 
»Then all States gradually levied the sales tax, so that after 1948 
the sales tax was in operation in all the States. 

Under the Indian Constitution, the States were empowered 
to levy ^a tax on sales or purchases of goods other than news¬ 
papers. But under Article 286, the States’ power in this regard 
was restricted in some respects. They are not allowed (a) to 
tax sales or purchases outside India, (b) sales outside the Slate, 
and (c) sales in the course of inter-State trade. This resulted in 
loss of trade to the States which led to readjustment of the sales 
tax.» For instance, Bombay changed from the single-point model 
to the multi-point model and so on. 

Thus different systems of sales tax are prevalent in India. 
There are the selective sales tax, the general sales tax, the multi¬ 
point tax, the single-point tax and the double-point tax. There 
is also the purchase tax distinguished from the sales tax. The 
sales tax is levied on the sellers, whereas the purchase tax with 
reference to the same transaction, is levied on the purchaser. If 
the tax is assessed on the turnover of aales, it is a sales tax, but 
if it is on the turnover of purchases, ignoring whether he has 
sold these goods, it is a purchase tax. When the tax is levied 
on selective goods, it is known as the selective sales tax. Itut 
when it is imposed on generality of goods or all goods passing 
through a dealer, i.e., his turnov(‘r, it is a general sales tax. 

In a single-point system, the tax is leAied at one point in the 
chain of dealers. But in a multi-point system each dealer in the 
chain has to pay tax. A double point system levies the tax both 
at Uie entry and exit of an article in a .sector of business. In 
a single-point system, the rate is high and exemiitions are few, 
whereas in the multi-point system the rate is low and exemptions 
are many. 

The exemptions from the sales tax are of four categories: (a) 
goods regarded essential, (b) goods which are already taxed ap¬ 
preciably under other law'S, (c) products of certain cottage and 
village industries, and (d) other goods like text-books, sacred 
books, agricultural implements, eattlc feeds, fertilizers, medicines, 
etc. 

Several suggestions have been made by businessmen and 
others to modify or replace the present system of sales tax. The 
main suggestions are: to enlarge the scope of sales tax, to con¬ 
fine the tax to certain selective commodities, to introduce first- 
stage single-point tax, to have a low point sales lax in all States, 
introduce a purchase tax to replace sales tax bv an extension of 
excise, customs and octroi, etc. But in the view of the Taxation 
^quiry Commission, none of these alternatives constitutes a solu¬ 
tion of the problems created by the working of the sales tax 
within the context of the existing Constitution. The ^penlty in 
Uie operation of sales tax arises when, either the dealer who pwys 
the tax or the consumer who bears it, resides in different idltales. 
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The result is that the State Governments have sought to exercise 
jurisdiction over dealers who are residents of other States and 
consumers have tried to purchase direct from dealers in other 
States to evade the tax. 

The Taxation Enquiry Commission suggested Centjal legis¬ 
lation to regulate inter-State transactions or trade in goods of 
inter-State importance. The recommendations of the Second 
Finance Commission (1956-57) in respect of the sales tax have al¬ 
ready been given earlier in this chapter. As a result of the State 
Ministers’ Conference held in November 1957, it was decided to 
replace sales lax on cloth, sugar and tobacco by an additional 
Union excise duty on these commodities. It was estimated that 
it would increase the yield from these taxes by Rs. 8 crores. 

The 1964-65 budget estimates show the total yield from the 
General Sales Tax at Rs. 253 crores. This is about 14^^' of total 
estimated revenue receipts. 

Land Revenue 

Land revenue has oecu])ied a very prominent ])osition in the 
Indian tax system. In 1964-65 (B.E.), it was expected to ield 
R,s, 118.55 crores to all the .States (i.e., 12 '/( of the total receipts). 

But the Indian land revenue system is full of anomalies. A 
non-agrieulturist earning less than Rs. 3.000 a year is not taxed; 
but even the jioorest pea.saot, hardly earning enough to support 
himself and his family for a few months in the year, has to pay 
land revenue. The IT.P. Banking Enquiry Committee considered 
30 per cent of holdings to be imeeonnmie and another 52 per cent 
just on the margin. Obviously the Government cannot afford to 
incur a huge lass of revenue by freeing 82 per cent of the holdings 
from the payment of land revenue. Exemption of uneconomic 
holdings will encourage further fraelionalizalion. Besides, it is 
difficult to fix on any objective lt*st of an economic holding; it 
will vary from State to State. There are scores of other adminis¬ 
trative difficulties. And yet some way must be found to give re¬ 
lief to the Indian peasant who is the poorest and the most heavily 
taxed in the world. 

The land revenue demand forms a certain percentage (general¬ 
ly 25%) of ‘net assets’ but there are wide State variations in this 
respect and also in the terms of settlement. It varies to the ex¬ 
tent of 28 per cent between State and State and- 300 to 400 per 
cent if viewed in relation to the provincial population.* Its pro¬ 
portion to rent ranges from 50 to 20 per cent in the U.P., 42 to 
7 per cent jn the M.P. and 100 to 10 per cent in Madras.* 

The rigidity of the land revenue arises from the fact that it 
is fixed for a long period. Thi.«i defect has been overcome in the 
l^njab by the introduction of a sliding scale system. 


1. C. N. Vakil: Fiscal Detelopment t» British India, 1926, p. 371. 

2. Bangaswamy Aiyaagsr; .Some Modem Trends in PubUe Finance, 1936. 
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There h no doubt about this tax being regressive. But since 
the early part of British rule, the burden of land revenue has 
steadily and progressively tended to decline. The proportion of 
land revenue collected to total revenue (both Centre and States) 
declined from about two-thirds in the first half of the nineteenth 
century, to one-third by the beginning of the First World War, to 
about one-.sixth before the Second World War, and to about one- 
twelfth at present. This is due to the development of new forms 
of taxation. 

The shortcomings of land revenue have been summed up thus: 
“It is uncertain in incidence, incorrect in assessment and collec¬ 
tion, uneconomic in its administration, unequal in its distribution, 
and inelastic; and far from benefiting the cultivator who pays the 
tax it is prejudicial to tlie growth of capital and improvements 
in agriculture.”* But in spite of this, in the opinion of the Tax¬ 
ation Enquiry Commission 1953-55, there is no real substitute for 
land revenue. 

Land revenue, however, occupies a comparatively unimportant 
position in our tax system today. The yield from land revenue 
increased in U.P. after the abolition of zamindari. The long 
period after which assessments are revised and the restrictions 
imposed on upward revisions, render it an inelastic source even 
in normal circumstances. Its comparative position in the tax 
structure has been worsened due to almost indefinite postpone¬ 
ment of the revision of assessments which fell due. But land re¬ 
venue is still the largest single source in Assam, Madhya Pradesh 
and Uttar Pradesh. In view of the difficulties of large-scale re¬ 
settlement operations, surcharges have been proposed in several 
States on an ad hoc basis to obtain larger receipts, but such pro¬ 
posals have not found much favour. 

Agricultural Income-tax 

The greatest gap in our system has been the continued exemp¬ 
tion in some States of agricultural income from taxation. Tlie 
case for subjecting agricultural incomes to a tax is so convincing 
that it is really surprising why they continued to enjoy this im¬ 
munity till recently. “On ground.s of equity,” remarks the Indian 
Taxation Enquiry Oommittee, “there is no reason why the sur¬ 
plus of the large landholder should be exempted.’” 

Reference to history does not support any claim for this ex¬ 
emption, because agricultural incomes were liable to income-tax 
between 1860 and 1873 with a short gap of four years. The argu¬ 
ment that agriculturists pay land revenue in lieu of income-tax, 
and that if they had to pay the income-tax too, it will amount 
to double taxation, is also not convincing. The land revenue’ 
demand is fixed for a long period; it is not graduated and does 
not vary according to the variation in the value of the agricul- 

1. Narasimba Aiyangar: Indian Journal of Eeonomioa, ’^U (jUKS7)» 
p. 147. 

2. Jndiaa Taxation Enquiry Committee Beport, 1924-25, p. 223. 
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tnral produce. Therefore, there was no ground whatsoever for 
the continued exemption of agricultural income from taxation. 

The taxation of agricultural income is intended to strengthen 
the State finances; it will rectify to some extent the regressive 
character of our tax system; and it will equalise the burden of 
taxation between the agriculturists and non-agriculturist^ on the 
one hand and the landlord and the cultivator on the other. It 
will tax the non-agricultural income of a landholder at a higher 
ra,te. It will also, incidentally, put a stop to the tendency of 
investing savings in land to escape taxation. Now that the value 
of the produce of land has increased enormously, the tax-gatherer 
must claim his share out of the enhanced agricultural profits. 

The assessment of agricultural profits is no doubt difficult, 
but the difficulty is not peculiar to India. We have got a very 
elaborate organization for kcei)ing land records and for the ad¬ 
ministration and collection of land revenue. We should, there¬ 
fore, have much loss administrative difficulty in the matter. .So 
far only vested interests have stood in the way. Even a very 
moderate proposal of the Government of India in 1918 to take 
agricultural income into account for determining the rate for 
their income-tax was turned down, though the Government of 
India was prepared to face new administrative difficulty. One 
would wish that a more sound and fair sense had prevailed in 
the Indian legislatures 'where the land-owning interest pre¬ 
dominated. 

This very desirable fiscal reform could not, however, be long 
resisted. Bihar was the first to introduce tax on agricultural in¬ 
comers. Many other States followed suit. It is now levied in 
Assam, Bengal, Orissa, IT.P., Andhra Pradesh, Kerala, Madras, 
Rajasthan, Coorg, Madhya Pradesh. In February 1956, the 
Punjab Government approved the principle of levying agricultural 
income-tax. In some States, the rates of levy have been laid 
down in the enactment itself and in others the rates are fixed 
annually in the Finance Acts. For the .sake of administrative 
convenience as also on consideration of (‘quity, the States have 
prescribed a minimum exemption limit. These limits and the 
rates have been changed from time to lime, the former lowered 
and the latter increased as was found necessary. In a few States, 
agricultural incomes have been subjected also to the supertax. 
The tax rates in all States are based on tlu* slab system, the first 
slab of Rs. 1,500 being exempt. 

The Taxation Enquiry Commission (1953-55) recommended 
that in all States all incomes above Rs. 3,000 a year should be 
made liable to agricultural income-tax. This limit has already 
"been adopted by most of the States. This will remove the ano¬ 
maly arising from treating agricultural and non-agricultural in- 
coihe.s as two distinct compartments. The Commission recommend¬ 
ed that steps should be taken towards* eventual integration of 
the two incomes. The exten.sion of tlie a^icultural income-tax 
will make the land revenue systems in India mofe equitable. It 
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will also help to remove the major anomaly that the higher in¬ 
comes from agriculture do not contribute to the Exchequer any¬ 
thing like the same extent as the corresponding non-agricultural 
incomes. The Commission also recommended for the same pur¬ 
pose that the States should adopt a system of surcharges or agri¬ 
cultural income-tax on the basis of assessee’s non-agricultural in-' 
come, if any. 

In September 1958, the Madras Assembly amended the Agri¬ 
cultural Income Tax Act to levy income-tax on all types of agri¬ 
cultural income. Till then the State Government had been levy¬ 
ing income-tax only on incomes from tea, coffee, rubber and carda¬ 
mom'plantations. Persons whose income is below Rs. 3,600 are 
exempted from the tax. No enhanced exemption limit is allow¬ 
ed in the ease of Hindu joint families. The rate of tax rises from 
5 paise on the first slab to 45 paise in the rupee on incomes ex¬ 
ceeding Ks. 25,000. There is no super-tax. In asses.sing the total 
agricultural income of an individual his non-agricultural income 
would not be taken into consideration. To the smaller assessees, 
the bill provided facility for compounding the tax in order to re¬ 
lieve them of the burden of keeping detailed accounts. The 
facility is allowed only in cases where the extent of land is not 
more than 50 acres. In the ca^e of assessecs, who opt to com¬ 
pound the tax, the first 12^ acres are exempt from the tax. On 
the balance of their holdings of 50 acres, the composition rates 
range from Rs. 4.50 per standard acre on the first slab to Rs. 15 
on the final slab. Temples, muths, and other charitable endow¬ 
ments are exempt. The assessees pay land revenue but sur¬ 
charge on land revenue is abolished. 

Taking all the States together, the 1964-65 budget estimates 
provided for an income of Rs. 10.26 crores from agricultural in¬ 
come-tax. 

Irrigation Charges 

The present system of irrigation charges has developed 
•differently in different States with the result that there is multi¬ 
plicity both in the principles and in the rates of assessment. 
The most important systems of levying water charges are: (a) 
volunmtric, i.e., according to the quantity of water supplied; (b) 
consolidated rate, i.e., water charges are consolidated with land 
revenue; (c) differential rate corresponding to difference bet¬ 
ween the assessments on dry lands and wet lands; (d) occupier's 
Tate, i.e., charged on the area actually irrigated; and (e) agree¬ 
ment rate, i.e., fixed by agreement for a period of years, whether 
water is taken or not. 

O^ing to the heavy rise that has taken place in the prices- 
•of materials and in wages and the salaries, the cost of construe*^ 
tiou of new irrigation works and the maintenance of old woria* 
has increased very much. The result is that the 
running expenditure on major systems varied between 54—77% 
iq£ gross receipts during the years 1948-49 to 1950-51. The ae- 
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cTjmulation of interest charges and the large-scale extension and 
renovation of small schemes under the grow-more-food campaign 
have further contributed to increase in expenditure. Hence the 
significance of irrigation as an item of revenue in the States’ 
budgets has dwindled relatively through the growth of other re¬ 
source. In 1964-65 (B.E.) the net irrigation receipts tior all 
States taken together were estimated at Rs. 14.48 crores, i.e., less 
than 2% of the total revenue. 

Improvement in agricultural prices in recent years hajs pro¬ 
vided scope for revision of rates, and .several States have taken 
steps to impose additional charges to raise existing rates. It is 
not possible to make a general statement whether water-rate is a 
service charge or includes an element of lax. In the case of 
more recent irrigation works, the water rates do not yield enough 
income even to cover water service eosts. On old works, how¬ 
ever, the Government may realise some profit. The scale of 
water rate being largely fixed in consideration of economic and 
other circumstances of the area concerned, it is of the nature of 
service charge in some areas and of a tax in other areas 

Broadly speaking, the assessment of water rates may be re¬ 
gulated according to three different principles, namely, (a) no 
profit and no loss; (b) some profit and no loss; (c) no profit and 
some loss. But no one principle can be recommended for uni¬ 
versal application. Ordinarily the water rates must cover the 
maintenance charges, i.e., jio profit and no loss i)rinciple. But 
for a scarcity area, the principle will be ‘no profit but some loss’. 
In areas other than scarcity areas, i.e., in the case of productive 
irrigation work, there should, a rule, be no loss to the general 
revenues. Accordingly, water charges have to be of two 
varieties: (a) a small charge to cover the cost of repairs, estab¬ 
lishment and drainage, whether water is taken or not, and (b) 
an additional charge for supply of water to cover the debt 
charges, overhead expenses, etc., to be levied on those who ac¬ 
tually get water. 

There arc grounds for a generous treatment of the cultivator. 
It is wrong to think that a particular class benefits from irri¬ 
gation works. They increase national income and taxable capa¬ 
city; they save life in times of famine and obviate the necessity 
of remission and suspension of land revenue. Therefore they 
' have to be considered from a broader social point of view. 

Betterxnent Levy 

In order to meet the minimum maintenance charge^ and to 
avoid possible losses on irrigation works, it is proposed to in¬ 
troduce betterment levy, especially to enforce compulsory charges 
in project areas where adequate response is not forthcoming, A 
committee appointed by the Government of Bombay in 1947 re¬ 
commended the imposition of a compulsory irrigation cess in the 
shape of small fee to be paid by every land-owner under the 
irrigable command of a system, irrespective of whether 
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water was or was not used. Similar proposals have also been 
made for areas commanded by Chambal Valley Project, the lower 
Bhavani Project, Hirakud Project, Tungabhadra Project and 
Mayurakshi Project. The idea is to appropriate an element of 
unearned increment in the values of land due to the introduction 
of canar irrigation and which is not, in any way, due to the efforts 
of the individual landowner. What is taken through the water 
rate constitutes but a small proportion of the increased income 
of the land-owner. It will provide additional resources to the 
Government. 

The principle of sharing the unearned increment derived 
from irrigation projects has been accepted in India and several 
State Governments have taken the power to impose a levy on new 
projects, e.g, Bombay, Madras, Punjab, Rajasthan and Andhra. 
All the States provide for payment of betterment levies, either 
in full in which case a rebate from 7—209? is given or in instal¬ 
ments spread over a maximum period of 30 years. The land¬ 
holders are also given the option of surrendering a part of their 
land in lieu of payment of the betterment levy. Many States 
have also accepted the principle that a betterment levy should 
not exceed 50% of the increment in land value, whatever be the 
basis of computation of such incremental value. 

State Excise 

For the majority of States, excise on alcoholic liquors has 
been second in importance among their sources of revenue. For 
some States, receipt* from excise duties are ev(‘n larger than 
from land revenue. Revenue from this source was estimated at 
nearly Rs. 71 crorcs in 10G4-65 (BE ), i.e , 7 2% of the total esti¬ 
mated revenue receipts for the year. But it is not the revenue 
consideration that has affected public policy in India in this res¬ 
pect but a desire to reduce liquor consumption 

The excise revenue is derived from the duty on manufacture 
of alcoholic liquor, drugs, opium, etc., and from licence free from 
the vendors. In recent years, the excise revenue has gone on 
decreasing or has remained stationary. In course of time, this 
source is sure to get dried up. It is the wish of every social re¬ 
former in India to see the evil of drink stamjMjd out from the 
country. 

The Government has been trying to check consumption by 
moderately high duties which may not encourage illicit distill¬ 
ation. The Congress Ministries boldly launched on the policy of 
selective and gradual prohibition. Total prohibition at one 
stroke seems to be beyond the pale of practical finance. Apart 
from loss of revenue, it will mean increase in administrative ex¬ 
penditure in checking smuggling or illicit distillation. But 
through the reduction of number of shops, limitation in number 
of open hours, restricting the supply, higher tax on alroiftjger 
liquor and curtailment of other attractions in the 8hoi>s and 
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gradual extension of ‘dry’ areas, the goal of prohibition can be 
realized. 

The Taxation Enquiry Commission has recommended the fix¬ 
ing of a target date by which all States should introduce total 
prohibition. ^ 

Forests 

Forests require a very liberal capital outlay for a long time 
before they can be made to yield a handsome return. Money 
has to be spent lavishly on afforestation, protection and develop¬ 
ment of the means of transportation. Private enterprise cannot 
do it. But the State can well afford to do it and can patiently 
wait for the return, for it is not expected to discount future at 
heavy rate. Frankly speaking, our expenditure on forests has 
been much less than it would seem.necessary. The bulk of the 
revenue is derived from the sale of timber, fuel and other minor 
produce and from fees on grazing. The 1964-6.5 Budget Esti¬ 
mates provided for a total income of Rs. 86.G.5 crores from this 
source. This is a little over 2% of the total revenue receipts. 

Stamps and Reg^ration 

Stamps are judicial and commercial, the former affixed on 
plaints and petitions, and the latter on commercial transactions. 
There are some people who think judicial stamps are a tax on 
justice. But it should be borne in mind that in such cases, the 
administration has always to perform certain services to the liti¬ 
gant public. The registration fee is charged when documents 
relating to immovable property are registered. An increase in 
this revenue may mean economic distress compelling the people 
to alienate their property. It is a payment for ensuring a satis¬ 
factory record of the transaction and to prevent, or easily settle, 
any further dispute on the point. Stamps and Registration were 
estimated to yield Rs. 61.66 crores in 1964-65 (B.E.). This 
amounts to over 5% of the total revenue receipts of all the 
• States. 


Share of Income-tax 

The States’ share in the income-tax collected by the Indian 
. Government has now become a major source of State revenues. 
In 1964-65, the States were estimated to expect Rs. 128.28 crores 
from this source. The implementation of the recommendations 
of the Second Finance Commission raising the States’ share to 
60% increased the importance of this source of State revenues. 

Slmre in Union Excise 

ITp to 1957, 40% of the net proceeds from the Union excise 
^duties on matches, vegetable products and tobacco used to be. 
' given in the States. In 1964-65, the States’ shdre was estimated 
at Rs. 141.71 crores. The recommendations of the Second Finance 
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Commission, increasing the number of commodities to eight, in¬ 
creased the revenue accruing to the States from this source. 

• 

OttuatB 

The States receive grants from the Centre under Articles 273 
and 275 (1) and for specified purposes. The States were esti¬ 
mated to receive Rs. 279.48 crores from the Centre in 1964-65 on 
account of grants-in-aid and other contributions. The recom¬ 
mendations of the Second Finance (’omraission in respect of such 
grants have been given earlier. 

Besides the above sources, there are Departmental Receipts 
which w.ere expected to yield Rs. 104.82 crores in 1964-65 (B.E.). 

Other important sources of State Revenue are: Motor 
Vehicles Tax, Entertainment Tax and Electricity Duties. 

State Expenditure 

The States have very important and essential duties to per¬ 
form, more important being security service and social services. 
Security services, also called Civil Administration, include 
general administration, police administration of justice, jails, 
etc., and social services relate to education, medical, public 
health, agriculture, industries, co-operation, veterinary, etc. 

The other heads of State expenditure are: direct demand 
on revenue (i.e., the cost of collection of taxes), civil works and 
debt services. 

Security Services or Civil Administration 

As Defence services swallow up a large part of the revenue 
of the Central Government, similarly, security services, especial¬ 
ly police, con'-ume bulk of the States’ revenues. For 1964-65 
security services, or Civil Administration, have been estimated to 
cost Rs. 215.57 crores. This amount comes to about one-fifth of 
the total expenditure. Police expenditure has risen almost in 
all States, especially in Punjab and West Bengal. 

Social Services or Development Expenditure 

The need for a large extension of such services is very urgent. 
So far, owing to very inadequate funds, the State Governments 
have not been able to provide even the minimum standard which 
a civilised country should have. The limitation of resources still 
Continues to be the obstacle. However, expenditure on such ser¬ 
vices is being raised for implementing the various schemes includ¬ 
ed in the States’ Five-Year Plans. For 1964-65, it has been esti¬ 
mated at Rs. 905.04 crore.s or about 60% of the total estimated ex¬ 
penditure. In the expenditure on the various social services for 
1963-64, education accounts for Rs. 266.31 crores, medical and 
public health services Rs. 110.92 crores and agriculture, vetcrinwey 
and co-operation 100.67 crores and rural and community 
velopment projects Bs. 63u21 crores. 
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Direct DemasflB on Bevenne were estimated to eonsuisie 
Es. 70.62 crores in 1964-65 (B.E.). 

DeM Services accounted for Rs. 290.90 crores in the budget 
for 1964-65, as compared with Rs. 18.84 crores only in 1955-56. 
The big rise in this item is due to the development loans obtained 
by the State Governments from the Centre or raised in* the mar¬ 
ket in recent years, and to the zamindari abolition bonds issued 
by some State Governments. 

From the above, it will be seen that while urgent needs of 
elementary social services are still far from being met, the State 
taxation has reached a point beyond which it is very diflSeult to 
push it. Under such circumstances, best efforts should be made 
on the one hand to effect economy in administration and pnlice 
and, on the other, to adopt a policy of ‘go slow' in social reforms 
like prohibition. 

Recent Tendencies in State Finance 

Over the last twenty years. State Finance has undergone 
many far-rcachiug changes. The important ernes among them are 
as under:— 

(1) To begin with, during war-time and since the war, espe¬ 
cially since the commencement of the Five-Year Plans, both reve¬ 
nue and expenditure of State Governments have considerably in¬ 
creased. As against Rs. 70 42 crores in 19.S8-39, their total revenue 
rose to Rs. 238 crores in 1946-47 for undivided India, to Rs. 405.41 
crores in 1951-52 for the States in the Indian Union and to 
Rs. 1,010.76 erores in 1060-61 (K.E.) and Rs. 1,554.69 crores in 
1964-65 (B.E.). This inerease in revenue has re.sulted from the 
inflationary rise in money incomes and expeudituri* increa.se in 
tax rates, imposition of new taxes like sales tax, entertammcuit tax, 
etc., and increased sliare in (‘eiitral taxes like income-tax, union 
excise, etc. Expenditure has also correspondingly increased. The 
total expenditure of ail States was Rs. 392.68 erores in 1951-52, 
Rs. 996.89 eror(‘s in 1960-61 (R.E.) and Rs, 1,547.94 erore.s in 
1964-65 (B.E.). The meroased State expenditure has been due 
to increased outlav on social services after Independence and in¬ 
creased development cxjicnditure under the Five-Year Plans. 

(2) The emergence of sales tax as the premier contributor to 

the States is another striking development. The tax did not 
exist before 1939-40 Now in 1964-65, it is expected to yield Bs. 
253 crores to the State Governments. Administration of thia tax 
ia, however, very difficult and there is a lot of evasion. The tax 
hks also not been levied on a uniform basis in all the States. 

(3) The regressive nature of Stale revenu<^s has been accen¬ 
tuated still further particularly through the imposition of sales 
tax (even on necessaries in most States), and tlirough higher rates 
on stamps, reg^tration, entertainment, excise, etc. 

(4) Though during war-time revenue from excise greatly in¬ 
creased yet after the war it has greatly declined on aoeoimt of tlie 
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policy of prohibition which has been introduced in most States, 
notably Madras (completely dry since October 1948) and the for¬ 
mer Bombay State (before its bifurcation into Maharashtra and 
Gujarat completely dry since April 1950). It has fallen from 
Bs. 53 crores in 1945-46 to Rs. 43.49 erores in 1955-56 and 
Rs. 42.7C crores in 1956-57. Since then it has been rising. It 
has been estimated at Rs. 70.99 crores in 1964-65 (B.E.). This has 
made the financial position of the States very difficult. They 
have had, therefore, to look anxiously for other sources of revenue 
and have had also to go slow with the extension of social services. 

(5) With increasing outlay under the Plans to which the 
States dre committed, there has been a substantial inorease m the 
total resources made available to them by the Centre (in the form 
of share of divisible taxes and duties, grants and contributions) 
especially following the Second Finance Commission’s award in 
November 1957. The total of such resources rose from Rs, 373 
crores in 1956-57 to Rs. 529.47 crores in 1964-65 (B.E.). 

(6) Another trend witnessed during the last few years has 
been the persistence of overall deficit which emerged in 1955-56, 
in place of the overall surplus in the preceding two years. The 
year 1958-59 has, however, been an exception, with an overall sur¬ 
plus of Rs, 54 crores. But overall deficits have recurred since 
then: 1959-60 closed with an overall deficit of Rs. 42 crores and 
for 1960-61, the defieil has been put at the higher figure of Rs. 60 
crores.* The year 1961-62 closed with an overall deficit of 
Rs. 47.78 erores. However, the year 1962-63 closed with a sur¬ 
plus of Rs. 23 crores nearly and 1963-64 with a surplus of Rs. 36 
crores (R.E.). The surplus in 1964-65 budget has been put at 
Rs. 6.75 erores. Had it not been for the receipt of increased re¬ 
sources from the Centre the overall deficits of the Staler would 
have been larger still. This growing strain on the financial posi¬ 
tion of the States as a whole has been mainly due to the stepping 
up of the Plan outlay, particularly in the last two years of the 
Second Plan period. Apart from commitments under the Plan, 
another source of strain on the financial resources of States has 
been the increasing commitments on account of payment of in¬ 
creased emoluments to Government servants sanctioned in several 
of the States.* 

(7) In the post-war years, the States have been drawing 
heavily on their cash balances, which they had accumulated dur¬ 
ing the war of post-war recon.Mruction. As a consequence, the 
reserves of the State Governments have been experiencing a gra¬ 
dual decline. Most of the State Governrants have completely ex¬ 
hausted their reserve funds. The year 1960-61 is expected to close 
with a negative cash balance of the State Governments estimated 
at Rs. 2 crores. 

(8) There has been a welcome trend towards more ezpen- 

1. The Eeeerve Bank of India BvUettn, May 1960, p. 629. 

2. Ibid., p. 627. 
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diture of development nature as compared to that on the Civil 
Administration and other non-development expenditure. This 
increased development expenditure has been due to the imple¬ 
mentation. of the various schemes under the Five-Tear Plans. 
Total development expenditure in 1951-52 was Rs. 196.21 crores, 
whereas the budget estimate of the total development expen¬ 
diture for the year 1960-61 was Ks. 582.5 erores, Rs. 905.04 crores 
for 1964-65 (B.E.). As compared with this, the expenditure on 
Civil Administration in the year 1951-52 was Es. 106.65 crores, 
whereas its budget estimate for the year 1964-65 was Rs, 215.57 
crores. 

(9) Of late, the State Goveirunents have also increasingly 
taken to long-term borrowing from the market for financing 
their development projects. For example, the total net market 
borrowings of State Governments in tlie first four years of the 
Second Plan amounted to Rs, 183 crores, and taking into account 
the proposed net borrowings in 1960-61 (Rs. 45 crores) the total 
not borrowings in the Second Plan-period as a whole would 
amount to the large figure of Rs. 228 crores.' For 1964-65 (B.E,), 
the total receipts from all types of loans have been put at 
Rs. 946.02 crores. 

(10) Still another noticeable trend in States’ finance is to¬ 
wards diversification. Quite a large number of new taxes have 
been levied in recent years. Some of these taxe.s are entertain¬ 
ment tax, betterment levies on land, surcharges on land revenue, 
taxes on motor vehicles, motor spirit, education cess, etc. More¬ 
over, it is of interest to note that land revenue, general sales tax, 
motor vehicles tax, stamps and registration and electricity taxes 
have been showing a steady rise since 1951-52 while State excise 
and agricultural income-tax have been relatively static. 

Drawbacks and Reforms 

The following are the serious defects in State Finance: (1) 
State sources of revenue are not only inadequate for their re¬ 
quirements, but they are static and inelastic such as land revenue, 
stamps, etc. Some of them are actually declining, such as ex¬ 
cise, and stamp.s (with the extension of prohibition and pan- 
ohayats re&pectively). 

(2) Tbe most serious defects is that the State taxes are un¬ 
equally distributed among the varions classes of the community, 

the poor bearing the heaviest burden. The bulk of land revenue, 
irrigation, judicial stamps and sales tax are all contributed by 
tbe poor, 

(3) The flnandial policy of the State Governments is very 
conservative. They rely more or retrenchment tlian on develop¬ 
ment of revenues. For example, forests have not been much de¬ 
veloped. Plea of inadequate funds has been advanced as an ex¬ 
planation. But the State Governments till very recently failed 


1, The Beaerve Bank of India Bnhetin, May 1960, p. 639. 
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to utilize the method o£ public loans on any worthwhile scale to 
develop their economies, 

(4) There is a lack of unifonuity in the tax stmeture of the 
States. The per capita amount ot State taxation aleo varies 

markedly, the lowest being in Orissa and the highest in Bombay. 
But this reflects not so much variation in the burden of taxation 
(relatively to per capita income) as the different levels of de¬ 
velopment and hence of per capita income in different States. 
Moreover, there is now a trend towards uniformity and lessening 
of inequalities in the per capita incidence of tax in different 
States._ 

(5) On the side of expenditure, the State finance has a very 
unsatisfactory record to show. Security services and direct de¬ 
mands on revenue swallow up a large part of State revenues. 
Moreover, the expenditure incurred by them benefits more the 
btetter off urban classes who contribute much less to State ex¬ 
chequer than the poor people residing in rural areas. 

The following reforms in States’ finance may be suggested:— 

(i) As soon as possible, the percentage of States’ share in in¬ 
come-tax may be increased furtlier to b0-‘2/‘y/(. This has been 
done by the Third Finanee Coiuraission. 

(ii) Land roveimc should be progresshely decreased in ease 
of poor peasants so that after some tmu' uneconomic holdings are 
altogether exempted. 

(iii) Progressive taxes on agricultural incomes or graduated 
surcharges on land revenue should be imposed without delay. It 
will make the broad shoulders bear their proper burden, and 
will enable relief to be afforded to the poor peasant. It will also 
rectify, to some extent, the regressive character of State taxes 

(iv) A graduated sueeessioii duty or inheritance tax on agri¬ 
cultural property will also have the same effect and should be 
imposed at once. 

(v) There should be better co-ordination between State and 
local finances so that both units of administration are able to 
maintain standards of efficiency in the services entrusted to them. 

(vi) The greatest need to diversify the character of State 
fiiumees and decrease its unparalleled dependence on land taxes. 
This can be done by encouraging village industries and big in¬ 
dustries in towns so that there is better balance between agricul¬ 
ture and industry. The development of trade and industry will 
open out new avenues of taxation. 

(vii) In order to equalise the tax burden, articles and services 
consumed by the rich should be made the target of new tax. Taxes 
on trade and professions can be adjusted to the same end through 
a progressive scale of licence fees. 

(viii) The policy of balancing the budget somehow or 
•hould be replaced by a bold policy of Uber^ expenditure on pub- 
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lie works, and serrices calculated to develop human and material 
resources of the State. It can be done by additional taxation or 
borrowing. This policy will pay in the long run. We are now in 
a vicious circle. We are a poor people and cannot therefore pay 
more taxes, so that the resources of the State Governments are 
too limited to bring about economic development and cqpsequent 
prosperity, and we remain poor. This vicious circle must be 
broken, and it can be broken at one end only, viz., the State first 
spending money and develoi)iiig the resource^ of the State. There 
is not much scope for economy drive. AVe must insist on wise 
expenditure so that the revenues are appropriated for the right 
purposes. ^ 

State Finances under the Emergency^ 

The Chinese undeclared war on India was bound vitally to 
affect Indian finances. It super-imposed new stress on the al¬ 
ready growing strains of the mounting development expenditure. 
There is no doubt that it is the Central Government which has to 
boar the brunt of additional burden arising out of the emergency, 
yet the State finances could not go unscathed. The State finances 
have been affected both directly and indirectly: directly because 
the States have to make larger provision for civil detenee and 
reinforcement of police, parti(‘ularly in bord(‘r States, and in¬ 
directly because the Central Government faced witli additional 
burden was bound to cut down its assistance to the States for ex¬ 
ecution of their development schemes. The States have thus to 
make their own efforts for mobilising both tax and non tax re¬ 
sources. The emergency also imparted greater sense of urgency 
than the past in economising tlic non-plan expenditure. We give 
below briefly the effects of emergeney on the various aspects of 
State Finances. 

(1) Increase in Expenditure 

The most striking effi'ct of the emergency lias been to raise 
the total expenditure bill of the States substantially. This in¬ 
crease has occurred both in the development expenditure and non¬ 
development ('xponditure. The total has increased from Rs. 1,121.3 
crores in 1961-62 (accounts) to Es. 1,294.5 crores in 1962-63 
(R.E,) and further to Rs. 1,364.9 crores in 1963-64 (B.E.), 

(a) Development Expenditure. The total development ex¬ 
penditure in 1961-62 (^accounts) was Rs. 660.2 crores, iu 1962-63 
(R.E.) Rs. 731 crores and in 1963-64 (B.E.) Rs. 774.2 crores. Plan 
outlay for the States in 1963-64 was budgeted at Rs. 735 crores 
which was only Rs. 40 crores higher lhan the revised outlay iu 
1962-63. This sliows the extent to which the Plan outlay had to 
be cut down or slowed down in 1963-64. In keeping with the 
reorientation of the Plan prioritie.s, outlays on essential schemes 
like agriculture, electricity schemes and Industrial develoiinu-nt 
was stepped up while expenditure on multi-purpose river valley 

1, Sec Reserve Sanlc SvlWin, April 1963, pp. 437-479. 
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schemes and buildic{?s was reduced. Development expenditure 
which had amounted to Rs. 660 crores in 1961-62 (actuals) rose 
up by Rs. 71 crores (revised) in 1962-63 and was expected to go 
up further by Rs. 43 crores in 1963-64. 

(b) Non-development Expenditure. There was substantial 
increase fin budgeted outlays on non-development account. This 
increase was duo largely to the mounting debt burden and increas¬ 
ed loan repayment and, to a small extent, the expenditure on 
items associated with the emergency. The non-development ex¬ 
penditure went up from Rs. 461.1 crores in 1961-62 (actuals) to 
Rs. 590.7 crores in 1963-64 (B.E.). 

In-all, the combined effect in the increase of the provision for 
development and non-development expenditure has been to push 
up in 1963-64 the total expenditure bill of the States bj’’ Rs. 136 
crores (Rs 70 crores on revenue account and Rs. 66 crores on 
capital account). 

(2) Increase in Resources 

There has been an expansion in the overall resources of the 
States which in 1963-64 mounted to Rs. 118 crores. But this ex¬ 
pansion could not keej) pace with the increase in the total budget¬ 
ed disbursements. This is mainly due to the feet that (‘apital re¬ 
ceipts have lagged behind. However, buoyancy in revenues from 
taxes is expected to continue. The measures of additional tax¬ 
ation introduced by .several States during 1962-63 were expected 
to result in sizable increase of Rs. 92 crores in total revenues. 
On the other hand, capital receipts show only a rise of Rs. 26 
crores, due mainly to a smaller increase in loans from the Centre. 
During 1963-64 resources of States would be augmented to a 
sizeable extent (Rs. 66 crores) as a result of the amendment of 
the Central Sales Tax Act, additional excise in tlie Central budget 
(Rs. 10 crores) and the introduction of Comjmlsory Deposit 
Scheme (States’ share estimated Rs. 35 crores). The measures of 
additional taxation during the last three years, i.e., 1961—64, may 
’be expected to bring in an additional yield over the plan period 
to about Rs, 435 crores or nearly 70^ of the States’ target for 
additional taxation of Rs. 610 crores. 

The total revenue* receipts of States recorded a rise of Rs. 186 
crores iu 1962-63 as compared to the actuals for 1961-62 and arc 
expected to rise further by Rs. 92 crores in 1063-64. About 2/3rds 
of the increase in 1963-64 is on account of tax revenue. Of the 
increase of Rs. 61 erorcs in 1963-64 in tax revenue, as much as 
Rs, 54 crores is derived from expansion in revenue on account of 
taxes levied by the States, the States’ share in Central taxes show¬ 
ing a rise of only Rs. 7 crores. The importance of the States’ 
share from Central taxes, in the tax structure of the States has 
tended to diminish somewhat since 1960-61, 

(3) Total Disbujsementfi Outstrip Total Receipts 

During this period, the tendency for the growth in tot.d dis- 
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bursements to outstrip the growth in overall resources has persist¬ 
ed. Moreover, there has been a progressive widening of the gap 
between the two in spite of substantial increase in resources made 
available by the Centre to the States. The result has been that 
the overall budgetary gap of States has widened from Rs, 38 
crores in 1961-62 (actuals) to Rs, 59 crores in 1962-63 (revised 
estimates) and further to Rs. 74 crores ^on the basis of existing 
taxation) in 1963-64, The aggregate deficit of Rs, 170 crores in 
the first three years of the Tliird Plan is much higher than for the 
whole period of the Second Plan (Rs. 114 crorf's) or for the First 
Plan (Rs. 85 crores). The widening of the overall deficit is due 
to increasing deficit on capital account. 

However, certain individual States have been able to achieve 
an overall balance between resources and outlays. For 1963-64 
only three States, namel3^ Assam, Bihar and Orissa, showed sur¬ 
plus, while IJ.P. has virtually balanced its budget. But all the 
remaining States budgeted for overall deficit. 

(4) Economy Measures 

To bridge the gap between resources and outlays some States 
have adopted measures to effect economy in their non-plan expen¬ 
diture. Such measures include postponement of new non-essential 
construction, a specified cut (generally lOYt ) in travelling allow¬ 
ance, cut in the consiimi)tiou of electricity in (iovernmont offices, 
pruning down of expenditure on public entertainments and official 
functions stationery and furniture and suspension of fresh re¬ 
cruitment and diversion of surplus staff for civil defence work. 

(5) Shifts in Expenditure 

Over the past several years some significant shifts arc discerni¬ 
ble in the relative importance of the individual items of develop¬ 
ment expenditure. For instance between 1955-56 and 1963-64 
the proportion of expenditure on agriculture to total development 
expenditure on revenue account has shown an increase from 12% 
to 13% while that on civil works a notable decline from 20% to 

UY. 

(^6) Shifts in Tax Revenues. 

Although the increase in tax revenue is shared by all the 
Heads but the expansion varies. It is substantial under General 
Sales Tax, Land Revenue and Motor Vehicles Tax. General 
Bales Tax continues to be the mainstay of the State tax resources 
and the revenue from this source has shown a progressive rise 
from year to year. However, its share in total tax revenue after 
rising from 20% in 1955-56 to 25% in 1961-62 came down to 23% 
in 1962-63. Laud revenue has shown a decline in its share from 
23% in 1955-56 to 14% in 1961-62 and remained at the same level 
in 1962-63. The share of the State excise has shown a persistent 
decline from 12% in 1955-56 to 9% in 1961-62 and 8% in 1962-63. 
On the other hand, with the increasing resort by States to new and 
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soDi-traditional taxes in their endeavour to step up their tax effort, 
the share of such taxes in the total shows a continuous rise, Tlius 
share of motor vehicle tax shows a steady rise from 4% in 1955-56 
to 6% in 1962-63. Similarly, share of electricity duty has moved 
up from mere 1.6% ha 1955-56 to 2.5% in 1962-63. Under non-tax 
revenue grants from the Centre showed a substantial increase of 
Bs. 28 crores in 1962-63 as a result of recommendations of the 
Third Finance Commission. The net contribution of public under¬ 
takings is also expected to rise. 

Loans from the Centre constitute the principal source of 
capital receipts from States. At Rs. 558 crores in 1963-64 they 
have accounted for 71% of total capital receipts of States as com¬ 
pared to 60% in 1960-61. Another important source of capital 
receipts is provided by borrowing from the market. The net mar¬ 
ket borrowings aggregated to Rs. 64 crores in 1961-62, Rs. H5 
''Tores in 1962-63 and for 1963-64 they liavo becTi put at Rs. 61 
crores. 

(7) New Tax Measures 

In order to meet increased expenditure, the States have re¬ 
sorted to a number of tax measures. Measures proposd by 12 
States are expected to bring in an aggregate total revenue of 
Rs. 37 crores in 1963-64. All States have stepped up the existing 
rates of taxation and most of them have levied new taxes. As 
many as 9 States have introduced new measures of taxation. 
Some of the new measures are: tax on advertisements in cinemas 
(Rajasthan), tax on urban immovable property (Assam), duty on 
consumption of electricity (Jammu and Kashmir), tax on passen¬ 
gers and goods carried by motor vehicles (Kerala), water rates 
(Madhya IVadesh), tax on areas under commercial crops (Punjab), 
tax on goods carried by private carriers (Maharashtra) and a toll 
on new roads and bridges (Orissa). As regard enhancement of the 
existing rates, most of the States have stepped up sales tax on 
certain luxury items. A few States have, however, brought cer¬ 
tain items of necessities also within the ambit of the sales tax, o.g, 
foodgrains in Madhya Pradesh and kerosene in Assam. A few 
States have incorporated in their budget proposals measures to 
raise additional non-tax revenue, e.g., enhancement of tuition-fees 
in colleges (Kerala), creation of State monopoly for trading in 
‘Kendu leaves’ in Madhya Pradesh and increase in royalty rates on 
minor minerals in Rajasthan. As a result of these additional lax 
measures, it is hoped that anticipated revenue deficit of Slates 
(Rs, 30 crores) in 1963-64 will be converted into a surplus of 
Rs. 20 crores. Only 3 States have not resorted to additional taxa¬ 
tion in 1963-64, namely, Bihar, Madras and Mysore, 

(8) Debt Position 

The outstanding debt of the State Governments stood at 
Bs, 3,073 crores at the end of March 1962. This would, i*ise by 
Es. 466 crores at the end of March 1963 and by another estiraaiN^ 
Rs. 407 crores at the end of March 1964. This would largely b^ m 
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loans from the Centre. That the Stales are feeling this mounting 
burden of the debt is shown by the fact that terms and conditions 
of repayment of the loans were revised at the instanefe of the 
States and the dates of repayment were extended. Even then some 
of the State Governments have not been able to make tin* repayment 
regularly. 

(9) Centre-State Relations 

In view of the rising tempo of the (leve]o])m(‘nt outlays in the 
State sectors, it is natural that there sliouid be a progressive rise 
in the resources transferred by the Centre to the States. These 
transfers arc in the form of share in taxes, grants and Joans. The 
total resources transferred by the (Viitrc* to the States wliich rose 
by an average of G4 crores of rupees during the Se('oud Plan rose 
by 120 crores of rupees per annum on an average during tlie first 
two years of the Third Plan, In absolute terms, the re.sourees 
transferred rose from H«. 424 crores in 1905-5(5 io Ks. 742 erores in 
1960-61, further to Rs. 982 crores in 1962-63 and to Rs. 1,009 crores 
in 1963-64 (estimated). 

In conclusion we might advise the State Governments, in the 
words of the Union Finance Minister (hi,s budget .speech 1963-64), 
“States must impose tight fmaneial discipline, raise additional re¬ 
sources and keep their expenditure withiu their means’'. In the 
pre.sent context, the need for the States to maximise mobilization 
of additional resources has gained new urgency. 



Chapter XXXIII 


V nemployment 


We have almost c'OV('red llie wide field of Indian Economics. 
In the end, we would lake up the .study of national income and 
economic planning as a means of raising the national income. 
But before that we would like to discuss the unemployment prob¬ 
lem ill India. 

During the war, the immense mass of humanity residing in 
India was fully absorbed in work. I'Uem})]oynient was a rare pheno¬ 
menon. But those W(‘re abnormal conditions and could not be 
expected to last long. Normally in India we find a vast mass of the 
unemployed floating hither and thither in seai-eh of jobs. We 
have no system of poor relief and no statistics of the unemployed 
persons. But statistical proof is hardly needed to prove what is 
80 patent to everybody. There is, in India in normal times, a 
large-scale unemployment or under-emi>loyment though this fact 
is concealed by the existeuee of the joint family system which 
looks after the aged, the infirm, the disabled and the unemplo;yed in 
tlie family Besides, the charitable disposition of Indians and their 
misguided religious sentiments help to maintain a numerous class 
of beggars. TJieir unemploymeiil may not be involuntary, yet 
they cannot be considered as gainfully employed. 

According to a National Sample Survey conducted in 1953, 
7.10% of the population of the city of Calcutta were unemployed. 
According to another sample survey conducted in that year 
2.59% of the population or 7.44% of the labour force were unem¬ 
ployed in towns with a population of 50,000 and above, exclud¬ 
ing the four big cities of Calcutta, Bombay, Madras and Delhi. 
The latter survey also revealed that 8.48% of the population in 
these towns were under-employed, including 3.17% “severely 
under-employed”. The total number of severely unemployed in 
the urban areas for the country as whole on this basis would 
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work out at 27.4 lakhs. According to the Agricultural Labour 
Enquiry, the number of the rural unemployed in 1950-51 was 
about 28 lakhs On the basis of the available data, the Planning 
Commission estimated that early in 1956 there were, roughly 
speaking, 53 lakh unemployed persons in the country, 25 lakhs 
in the urban and 28 lakhs in the rural areas. At the’end of 
November 1963, there were 26,05,715 applicants on the Live 
Kegister of the Bmployment Exchanges. 

Types of Unemployment. 

The nature of Indian economy is much different from tliat 
of Enropean countries. Consequently, the nature of unemploy¬ 
ment here is not tb#* same as elsewiifre. In the highly industria¬ 
lised countries, unemployment affects tlie mdustrial workers 
mostly. But, in India, we have three main types of unemploy¬ 
ment ; (a) Agrieultiural unemploynumt; (b) Industrial unemploy¬ 
ment; and (e) UneBiployment among the educated classes. 

We shall consid'r these three types separately. 

A study by the National Eniplnyjuent KSorviee of the Ministry 
of Labour and Employment, of trends in the number and types 
of employment seekess during IO-jS-.")?, shows that of the seven 
occupational groups of applicant*) on the Live Register of Employ¬ 
ment Exchanges, the unskilled services’ category was the largest 
single group, constituting about 50% of the total number and the 
clerieal services’ grouj) Avas the second largest. TJie other cate¬ 
gories in order of magnitude were skilled and semi-skilled services, 
educational services, tlome^tic services and industrial supervisory 
services. 


AGRTOIUjTURAL UNEMPLOYMENT 

Causes 

The history of Indian agriculture is a chronicle of inter¬ 
mittent and progressive depression. Just as India has its depies- 
sed classes, she also has"a depressed industry, viz., agriculture. 
Being iiormally in a dci)ressed state. Indian agriculture is 
unable to sustain the vast majority of the people who seek liveli¬ 
hood from tlie soil. AKhongh there is no permanent unemploy¬ 
ment among the agriculturists, there is a fairly widespread 
.seasonal or casual unemployment, and there is chronic under-em- 
plpyment. The following are some of the causes responsible for 
the low efficiency of Indian agriculture:— 

(1) IncreaiSing Preasnre on the Soil. The ever-increasing 
population of India is irresistibly drawn towards land in the 
absence of other handy and lucrative avenues of employment. 
Consequently about two-thirds of the Indian population depend 
on agriculture and allied occupations. 

(2) Seasonal Nature'of ivnicultural Operations and lack of 
Supplementary Industries; Tlsr'S i's a state of enforced idleness 
in the rural areas of ln<{ia fc|^ three to four months in a year. 
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The period of mvoluotary unemployment varies from traot to 
4raet. In the well-irri^ted tracts, the farmer is busy Almost 
throughout the year. In the canal colonies, he is kept engaged 
in their vocation for nine or ten months in a year. But in barani 
areas, the farmers may have to remain idle for 5 to 7 months in 
a year. According to the Krishnamachari (G.M.F.) Enquiry 
Committee, 1952, roughly 4/5ths of the agricultural population 
is unemployed or under-employed for nearly 2/3rds of the year and 
the remaining l/5th is idle for nearly l/3rd of the year. If our 
farmers had combined with agriculture some supplementary 
induijtries, like dairying, poultry, sericulture*, bee-keeping, etc., 
they would Jiave kepi themselves profitably employed throughout. 
But tfiat is not Ihe case. Our farmers have no second string to 
their bow, and they depend solely on farming. 

(3) The extension of area under cultivation lias not kept 
pace with the increase in the farming population. 

(4) There lias been no appreciable improvement in the 
farming technique. 

(5) liains are eitlier inadequate or untimely or there are 
floods making agricultural operations impossible or damaging 
whatev(‘r is grown. Indian agriculture is .said to be a gamble 
in the rains 

(()) The Indian fanner is in a state of chronic indebtedness 
and he utterly lacks capital 

(7) ITicconomic size of holdings is another handicap. 

(8) The subsistence nature of agricultural economy and its 
unplanned nature arc also rcs])onsible for its backwardness, 

(9) Inefficient marketing also accounts for its unprofitable¬ 
ness. 

The cumulative effect of all the shortcomings of Indian agri¬ 
culture mentioned above is to cause unenijiloymcnt among the 
agriculturists. The standard of farming in India has reached to 
an iiiwedibly low level, so that it cannot provide employment to 
millions who, by necessity or by jireferenee, arc wedded to 
agriculture. 

Bemddies 

Kecoiistruction of Indian agriculture seems to be absolutely 
essential if periodic and seasonal ebbs of unemployment have to 
be avoided. Its nature as subsistence farming must change. 
Methods of cultivation must undergo a revolutionary change; 
agricultural technique must be stepped up. Irrigation facilities 
must be improved so that Indian agriculture does not remain at 
the mercy of the rains. The system of ma^^keting must be ration¬ 
alised. We must introduce crop planning. Area under cultiva¬ 
tion must be increased by means of land reclamation schemes. 
Use of chemical manures, better seeds, better systeiii of 't^rop 
rotation, better sowing and better drainage are some of ti»e 
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measures that osa be adopted to improve agriculture and decrease 
unemployment. 

But the adoption of better methods of farming hinges on one 
important feutpr, vi 2 ,, the size of the holding. Unless the size 
of agricultural holdings is reasonably enlarged, there k no hope 
of modernising Indian agriculture. 

Above all, agricultural unemployment can bo effectively reme¬ 
died if there is evenness of population pressure. There are too 
many people on land now. The surplus of the rural population 
must be Weaned away from agriculture and must be absorbed in 
trade and industry. A general economic development of the 
country at a speed unknown hitherto is essential to lighten the 
pressure on the soil and to reduce the incidence of agricultural 
unemployment. 

Fundamental organisational changes are also called for. In 
the absence of organisational changes, other remedies may 
l»rove to be mere palliatives. We should introduce group farm¬ 
ing, As S. Tarlok Singh puts it in his book Poverty and Social 
Change, “Without grou]) control over the management of land 
it is not possible to create an organisational framework for bridg¬ 
ing about a better agriculture for assuring equality and freedom 
to siipi)r(‘ssed groups, for integrating the moral and industrial 
economy, and finally for creating new^ social values and incen¬ 
tives ” 

According to the Agricultural Labour Lnquiry, the level of 
rural nnemploymeni in 1950-51 ivas of the order of 2.8 millions. 
The First Plan failed to solve the problem. During the Sc'cond 
Plan period the new rural entrants to the labour force were esti¬ 
mated at G 2 million. The Second Plan did not make any signi¬ 
ficant contribution to the solution of the uncmploj’^inent problem. 
Special efforts were made to create jobs in the community develop¬ 
ment areas. But according to a recent survey conducted by the 
Planning Commission the impact of the community development 
programme on unemployment iiroblem has been disapi^ointing. 
A Eural Works programme of which a great doal was expected 
has made little progress, having found only 78,000 jobs at a cost 
of Bs. 160 lakhs up to the end of March 1968 and tin* Third Plan 
target of rural emjiloyment is now^here in sight. Rural indus¬ 
trialisation of the right tj^ie can do a lot in relieving rural unem¬ 
ployment. Subsidizing inefficient modes of production and perpe¬ 
tuating obsolete ti'chniques would never solve either the problem 
of increased production or of providing more jobs. A well-thought 
out plan that will modernize the village industry by adopting new 
techniques and new slices of power and that will integrate this 
production pyramidally with the more complicated urban and 
metropolitan production will do more for rural employment than 
doles and ad hoc ebari|^. Japan is a shining example for us to 
follow in this matter, r?, 
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INDUSTRIAL UNEMPLOYMENT 

♦ 

Extent of Industrial UnemploTment 

Here again, we are faced with a fatatiatjcal bla<^k out. We 
have no reliable figures to assess the incidence of industrial , 
unemployment in our country. 

For a long time our industries suffered from shortage of 
labour supply. Neither the wage nor tlie living conditions in the 
cities were attractive enough to secure adequate labour supply. 
The Indian worker has been a farmer by preference and a mill- 
hand by necessity. The industrial workers were fugitives from 
the rhral areas “to escape from destitution or social disabilities 
or' from the penalties of law or from the severe penalties with. 
which the viHage visits offences against its social and moral codes. 
Few industrial workt'ry would remain in industry if they could 
secure food and clothing in the village; they are pushed and not 
pulled to the ('ity.”‘ The industrialists thus experience*! great 
scarcity of labour. Labour was migratory and not permanent. 
The worker would always wistfully look back at the village and 
would leave for home at tlie earliest possible opportunity. 

But the era of labour shortage is at an end. The conditions 
in the industrial centres may not have improved much but the 
conditions in the rural areas have become worse with the result 
that the labour market is now inundated by truants from the 
rural areas. There is thus a larger number of people seeking 
employment in industries: we cannot exactly say how many, but 
the number is bound to be considerable. 

Why this Industrial Unemployment? 

Our industrial system is unable to absorb our growing popu¬ 
lation and for this there are several reasons- (i) The industrial 
development in the country is immature and inadequate. The 
expansion of the industrial structure in India is not commensurate 
either with its vast resources or with the growth of its popula¬ 
tion, 

• 

(ii) The location of industries is very defective and unecono¬ 
mic. There is overcrowding in certain centres which inevitably 
raises the cost of production. If the geographical distribution 
of industrial units had been rationally planned, the industrial 
structure would have been luore economical and its capacity to 
absorb work(*rs would have infinitely increased. 

(iii) The cost structure is very rigid and does not respond 
to changes in the prices of industrial goods. Consequently our 
industries are periodically overwhelmed by depression which 
brings about unemployment. 

(iv) The subsistence economy prevale^ft in our rural areas 

prevents the development of an adequate Aarkct for nur indus* 
trial products, '* * 

1. Eoport of the Eoyal Commissioii on Labovr, pp. 15-17. 
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(v) Our export industries have not been able to maintain 
their hold on foreign markets. Tliere has been thus diminution 
of employment in export industries which is transmitted to 
other industrial sectors. 

(vi) Fall in the purchasing power of the people due to infla¬ 
tion is another cause. Tins has led to contraction in demand 
for goods. 

(vii) Rationalisation of certain industries has also thrown 
some labour out of employment. 

The net result of the operation of these causes is to make 
our industrial system incapable of sustaining the heavy pressure 
of our increasing numbers, nor can iL bring about an even dis¬ 
tribution of employment pj'essures in the eountry. , It cannot 
provide a stable labour market. 

The Remedy 

The remedy for industrial unemployment lies in stepping u]) 
industrial efficiency. Our industrial structure needs a thorough 
overhauling. Most of our industries need going through a pro¬ 
cess of rationalisation so that waste of all kinds is eliminated 
and industrihl effiehmey is rais('d to the liighest possible pitch. 
Over-centralisation of industries will have to be rectified, the 
quality of the ravr materials inqmoved, technical training im¬ 
parted to labour, capital resources mobilised, managerial skill 
improved and industrial organisation generally galvanised. 

Apart from removing the sbortconiings of the existing in¬ 
dustrial structure, it will be necessary to launch far-reaching 
schemes of industrial development. Luckily, the Second Five- 
Year Plan lays a proper emphasis on the development of indus¬ 
tries, The spirit of Swadeshi must be revived and intensified. 
The import policy should be so formulated as to encourage do¬ 
mestic industries. Industries should be helped to work to the 
fullest installed capacity. No factory should be allowed to 
close without Government permission. Compensation should be 
paid to those who are thrown out of employment in eonSequenee 
of rationalisation. Small-scale and cottage industries should be 
actively encouraged. 

The fact can hardly be over-emphasised tliat it is to indns- 
Hry alone that we can look forward to absorb the rising surge 
of the unemployed. Agriculture is already overcrowded, and so 
are the liberal professions. Development of industry is our 
solitary hope to relieve us from the miseries of unemployment. 

‘ "When our industry rises to its full .stature, the stature to which 
it has every right to rise, unemployment will vanish. India has 
, better chances of solving this problem of unemployment through 
the development of industries than many advanced counfnes. 
Our industrial structurf is yet in a state of infancy and there 
is a great scope for further expansion. An industrial system 
built up carclully on a co-ordinated basis and m an integral part 
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of the general economic development of the country cannot fail 
to maintain a high level of employment. 

UNEMPLOYMENT AMONG THE EDUCATED CLASSES 

The problem of the educated unemployed constitutes a 
very serious and menacing problem. The educated unemployed 
is a dangerous person. He is vocal; ho has influence; he nurses 
a sense of personal injurs’ and, if the grievance is long continued 
and the numbers involved are large, as it is in India, the situation 
will be decidedly explosive, and will constitute a constant threat 
to the security and stability of the State. The unemployed per¬ 
sons belonging to this category are not ‘dumbdriven cattle’ but 
intelligent people, and will not accept an unenviable position ly¬ 
ing down,^ 

Why are the Educated People Unemployed? 

The existence of unemployment among the educated classes 
is attributed to the too literary character of educatiou. The 
system of education prevalent in India is divorced from real life. 
There is a mass production of graduates for the absorption of 
which no adequate demand exists. Our education takes a young 
man straight to M.A., after which, if he does jiot get a suitable 
job, he is doomed. There are very few alternative openings 
which can liold out prospects of a re.spectable living for young 
men who maintain a high standard during their academic careers. 

Our system of education has elicited sharp comments. One 
witness stated before the Punjab Unemployment Committee in 
1927 that Lord Macaulay’s system of education “was meant to 
create a class of translators to serve purely as interpreters. 
Education has lot these iiitorprcterfi remain as interpreters and 
nothing more, with the addition that anything real is gone and 
the rest is all imitation and chaff where there is no place for 
anything conducive to make a human being of an Indian.” Sir 
George Anderson, the President of the Punjab Unemployment 
Committee of 1927, himself admitted that the present system of 
education in its very inception was moulded with the special 
obi<‘et of preparing boys for external examinations and train- 
ine 'hem for clerical vocations, and he described the matriculate 
pr^^Huet of the system as a “derelict, a wanderer on the face of 
th earth, unemployed because he is unemployable,” It has 
bc' n. said that “the present education turns out no better stuff 
than indifferent babus”. A diploma is regarded as a “magic 
passport to government service”. 

'^"he late Mr. Armstrong, one-time Director of Public Ins- 
tTn'-^iep Piiniab, however, put in a spirited defence of the 
(i-vio+mjr education system before the Punjab Unemploymeflt 
Coremittee of 1927. He said: “There can be no question that 
or** li+erarv form of education has in the past helped its ptt|iils 
to ‘*«onre a wide range of employment. In the West wb#jt*e t1t« 
of education is highly organised and provided all poss^lb 
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types, unentployment is rife and is a problem the solutioa of 
whieh is not looked for in any reform of the edaeational systemt 
prevalent there but is tackled from the point of view of eco¬ 
nomic development and the consequent provision of work. 
Merely to alter the educational qualifications of the unemployed 
without decreasing their number is no solution of the problem^ 
and to give our youths technical and vocational education with¬ 
out ensuring that industry and agriculture can absorb them 
when they finish their training, is merely to have one type of 
unemployment instead of another”. 

There is a great deal of truth in what Mr. Armstrong said. 
Mere change in the system of education is not enough; it must 
be accompanied by schemes of economic development so that 
jobs are ready when technical hands come out of the vocational 
institutions, otherwise wc shall have instead of unemployed 
B. A.’s unemployed engineers and other technicians. 8uch ai 
situation has always existed in India. We have always had a 
number of technic^ly trained people among the unemployed. 

With all this we miist say that the system of education ia 
defective. It is not calculated to equip a person satisfactOTiiy 
for the strujggle of life. The medium of instruction, which Is a 
foreign language, means a tremendous strain on the immature 
youths and is sure to retard mental development. Tljere are no* 
two opinions about the defective nature of our educational 
system. Presiding over the All-India National Educational Con- 
fereneo held at Wardha in October 1936, Mahatma Gandhi 
observed; “The present system of education does not meet the 
requirements of the country in any shape or form. English 
having been made the medium of instruction in all the higher 
branches of learning, has created a pennaneut bar between the 
highly educated few and the uneducated many. It has prevented 
knowledge from percolating to the masses. The excessive im¬ 
portance given to English has cast upon the educated class a 
burden which has maimed them mentally for life and made them 
strangers in their own land.” Again, “absence of vocational 
training has made the educated class almost unfit for productive 
work and harmed them physically”. Now that India is free, 
we may soon expect a drive towards educational reconstruction. 
The medium of instruction has already been changed in many 
'States from English to Hindi, the national language, or the* 
regional language. , 

Sxleut of Unemployment among Educated Olaseea 

It is impossible to ascertain the exact number of the unem¬ 
ployed persons among educated classes. But the absence of 
reliable statistics does not indicate the absence of unemployment. 
On the contrary, the fact is well-known that a large number of 
educated persons are not aWe to secure employment. 

It ia a common experience of all employers that hundreds of 
SPidicsnts sersmble for S petty job. There were in 1953, l,18,j0dQl 
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fiiatrkiil&tes and graduates on tl^e liye registers of the 
ftBohan^. There was an increase of about 45,000 in the mtmber 
of applicants for clerical posts between Janni^ry 1952 and May 
1953. In 1950, 45,000 people were placed in employment by ike 
exchanges in jobs carrying emoluments of Bs. 30 per month azkd 
less. The number fell to about 44,000 in 1951 and to less than 
16,000 in 1952. In the category of posts carrying emolumenta of 
Bs. 30 to Bs. 60 per month, the number of placings 'fell frazn 
2,44,000 in 1950 to 2,10,000 in 1952 and in the &st quarter of 1953 
to less than 30,000. 

The Indian Universities have been manufacturing graduates 
and matriculates at a terrific speed. Hince ]947«48 the number 
of matrictilates has increased by something like 130%, inter¬ 
mediates by 100% and non-professional degree holders by about 
6%. The number of graduates sent out by the Indian tJui^ 
vei^ities wab 20,646 in 1937-38 and it rose to 46,432 in 1948-49 
and has increased manifold by now. 

A study undertaken by the Manpower Division of the Direc¬ 
torate of Employment Exchanges, Ministry of Labour and Em¬ 
ployment, of the pattern of unemployment among graduates as 
on May 15, 3957, showed that graduate unemployment was more 
widespread in West Bengal, U.P., Bombay and Delhi than in 
other States. The highest incident of unemployment amoxig 
women graduates was in Kerala. About 93% of the unemploy¬ 
ed seeking employment were men and about 7% women, 48% of 
the nnemployed graduates were B.A.’s, 22,7% B.Sc.’s and 12.1% 
B.Com.’s. 

BoBsedies 

The obvious remedy is the reform of the system of edxiea- 
tion. Educational facilities should be more diversified so that 
the education imparted to our youth is not purely literary. 
Institutions for technical and vocational training should bo 
multiplied, so that our young men are enabled to Icam a <naft 
and to start small cottage industries on their own aceoemt. 
Ibis would obviate the need for seeking a job with some emr 
jdoyer. 

But economic development must proceed pari passu with 
educational reform. It is necessary to create jobs and not 
merely enough to fit people for the jobs. Only economic and 
Indnsfrial development of the country can mrdtiply the joba 
available for the people. The real remedy, therefore, ia tint 
fullest exploitation of the resources of the country and eanyin^ 
through a comprehensive development plan so that opportnnitiea 
of employment may be multiplied. 

There is, in India, undoubtedly widespread unemployinmit 
among all classes in normal times. A great deal of distingoWh- 
ed ,or concealed tinemployment qr nnder-employment exists, The 
agose which lies a|; the bottom of all types of unemploytol#ti|%i 
lls economic badh^ardness of the '‘country. The' prodoilbb 
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resources of the country hnve not been fully and properly ex¬ 
ploited. This being the esse, the only remedy is to accelerate 
economic development and make it commensurate both with the 
resources as well as the growing population of the country. 

Unemployment is not an act of God, as the Indian masses 
given to fatalistic thinking are prone to imagine. Unemploy¬ 
ment is not a natural calamity but the consequences of •defective 
human organisation. It arises from the incapacity of the econo¬ 
mic system to adjust itself to changing conditions, say, increase 
in population. If consumption and production are properly 
balanced, there cannot be unemployment. In the primitive 
society, where there was no exchange or distribution, production 
and consumption went hand in hand and unemployment was 
unthinkable. Let us, therefore, plan our economic system in 
such a manner that productive capacity and consumption pro¬ 
pensity are in equilibrium. Unemployment is a great curse. 
Apart from the material waste Jt involves, it brings about 
demoralisation. It has to be avoided, to use the words of 
Beveridge, for “not the want it may bring but the hatred and 
fear which it breeds.” 

The Government seem to be fully alive to this serious 
situation of unemployment in the country and have already taken 
steps to meet it. The Finance Minister told the House of the 
People on September 4, 1953, that the Government of India had 
proposed a special education expansion programme to provide 
employment to the educated unemployed at an estimated cost 
of Rs. 14.7 crores. The Commerce and Industry Minister assured 
the House of the People that investm<‘nt in the public sector 
would bo kept up to relieve unemployed. The Central Govern¬ 
ment asked the State Governments to handle the problem of 
edueated unemployment as an emergency and s<»nd their 
proposals to the Ministry of Education. The Minister for Plann¬ 
ing told the House of the People on March 4, 1954, that definite 
schemes had been received from the State Governments for solv¬ 
ing rural and urban unemployment. These schemes had been 
considered and finalised. Arrangements had been made for the 
expeditions sanction of finances by the Centre, which had also 
the machinery to watch the implementation of the schemes. In 
these schemes, maximum emphasis has been placed on their capa¬ 
city to increase employment and produetion. 

The Planning Commission formulated an 11-point programme 
to fight unemployment: (1) Establishment of work and training 
camps at places where work opportunities have been provided, 
e.g., in projects for slum clearance, housing for low*ijieome groups, 
irrigation and power projects, road construction programmes, 
afforestation and soil conservation and co-operative land settle¬ 
ment projects, ete. 

(2) Special assistance is to be provided to iudividual or small 
gronx>s of people for establishuig small industry and busineas 
under the States Aid to Industries Acts. 
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(3) Expansion of training facilities in those lines in which 
manpower shortage at present exists. Expanded training facili> 
ties are to be provided to meet these shortages. 

(4) Active encouragement to be given to the products of 
cottage and small-scale industries through the purchase of stores 
required by State Governments and public authorities. 

(5) Municipal authorities, private educational institutions and 
voluntary organisations are to be assisted in establishing adult 
education centres in urban areas. In rural areas, opening of 
teacher schools should be encouraged. 

(6) The National Extension Service should be established in¬ 
asmuch'as it is fundamental to the growth of rural economy in 
India and is expected to make immediate contribution towards 
the solution of the problem of educated unemployment. 

(7) Development of road transport. 

(8) Implementation of slum clearance schemes and pro¬ 
grammes for the construction of houses for low-income groups 
in urban areas. 

(9) Encouragement of private buildmg activities. 

(10) Planned assistance to refugee townships with a view to 
developing a sound economic basis for their continued existence. 

(11) Encouragement of schemes for deA^elopment of power 
sponsored by private capital 

While recommending that as many of the educated persons 
as possible should be absorbed in the National Extension Service 
and in other activities, the Commission emphasised that the 
measures for opening out useful avenues prior to the university 
stage should be attached a very great importance, otherwise the 
problem of educated unemployment will be impossible of solution. 

A Study Group was set up in September 1955 to formulate a 
programme specially designed to alleviate unemployment among 
the educated. The Grouj) estimated that during the Second Plan 
}>eriod, 14.5 lakhs of educated persons were likely to he added to 
the lal^ur force. It is estimated that about 2 million jobs, there¬ 
fore, must be created during this period if educated unemploy¬ 
ment has to be eradicated. As against this, it was estimated that 
about one million jobs were expected to be made available on 
account of the projects undertaken by the Central and State Gov¬ 
ernments during the Second Five-Year Plan period. Another 
2.4 lakh jobs were expected to fall vacant on account of retire¬ 
ments in this period. Moreover, nearly 2 lakhs of persons were ex¬ 
pected to be absorbed by the private sector. Thus, the problem 
of the educated unemployed was left substantially unchanged 
during the period of the Plan. Unemployment among the educated 
classes is showing an increase every year. The number of 
graduates and post-graduates on the live register of emplwment 
exchanges was 46,584 in 1960, 55,788 in 1961, 63,784 in 1,9^ tad 
«7,330 in 3963. 
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Considering the magnitude and character of the problem, the 
Group has suggested certain fields as capable of providing em^ 
ployment opportunities for the educated. The following three 
categories of small industries have been considered appropriate 
f^r the purpose of providing employment opportunities,for the 
educated:— 

(1) manufacturing industries, viz., hand tools and small 
tools, sport.s goods, furniture, etc.; 

(2) feeder industries like foundries, forge shops, tool-making 
shops, automobile shops, machinery parts, electroplating and 
galvanising shops, etc.; and 

(3) servicing industries like repair shops for automobiles, 
bicycles and other machinery. 

Co-operative goods transport offers another group of schemes 
for the absorption of the educated unemployed. 

Setting up orientation camps which would overcome the dis¬ 
inclination on the part of the educated to undertake manual work 
has also been recommended. These camps would assist in dis¬ 
covering the vocational aptitudes of the youth. Improvement iu 
the system of recruitment for government jobs, provision of 
hostels and the establishment of the Vniversity Employment 
Bureaux have been recommended to remove hardship to those 
who have to wait indefinitely for a job. 

It should, however, be observed that the problem of the edu¬ 
cated unemployment calls for long-term measures. Ad hoc 
measures designed to alleviate unemployment in the short run 
can hardly produce lasting results. It is necessary that the ex¬ 
pansion of education and training facilities should be closely link¬ 
ed to the future requirements of the economy. The growth of 
educational facilities in directions which may further accentuate 
the problem should be avoided. There should be a systematic ex¬ 
amination for openings for educated and trained persons in 
different categories and necessary information should be widely 
disseminated. Development of co-operative sector in the rural 
economy and of small-scale and medium industries will offer grow¬ 
ing opportunities for absorbing educated persons in gainful and 
productive work. 

Employment in the Fi^e-Year Plans 

First Five-Year Plan. India’s population is increasing at 
the rate of 1.25%, i.e., by 41 million persons annually. Of this, 
40% are additional job seekers. Hence 9 million jobs had to be 
created for them during the First Five-Year Plan period. New 
schemes designed to relieve unemployment at a cost of between 
Ite. 160 and Rs. 175 crores were embodied in the First Five-Year 
Plan, The Plan was carefully scrutinised and extended with a 
view to increasing its employment potential. The Centre also 
decided to appoint a Man-power Committee both to find an effec¬ 
tive remedy agidzist unemployment and also to ensure the success- 
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ful execution of the present and future major river valley pro¬ 
jects. 

But according to Mr. C. D. Deshmukh, the total employment 
effect of the First Plan might have been only about 5 millions. 
Therefore, the employment position in 1956 was probably worse 
than when the First Plan began in 1951. 

So far as the creation of employment opportunities is con¬ 
cerned the problem is threefold: (1) there are the existing un¬ 
employed in the urban and rural areas to be provided for; (2) it is 
also necessary to provide for the natural increase in the labour 
force which is estimated at about 2 million persons a year over 
the next five years; and (3) the under-employed in agricultural 
and household occupations in rural and urban areas should have 
increased work opportunities. 

Experience during the First Plan has emphasized the need to 
view the employment situation not only in the aggregate, but 
also in its distinct urban and rural components. The total num¬ 
ber of the unemployed registered with the Employment Exchanges 
continued to increase throughout the Plan-period from 337,000 at 
the end of March 1951 to 750,000 at the end of March 1959. 
The growth of employment opportunities in the Plan period tend¬ 
ed on the whole to lag behind the increase in the labour force. 

A review of the data relating to the First Plan shows that 
unemployment began to show a marked upward trend when the 
First Plan was half-way through. During the Plan period, the 
number on the live registers continued to increase from 3.37 lakha 
in March 1951 to 5.22 lakhs in December 1953 and further to 
7.05 lakhs in March 1956. The National Sample Survey, con¬ 
ducted at the instance of the Planning Commission, placed the 
magnitude of urban unemployment in 1954 at 2i54 millions. On 
the basis that only 25% of the unemplpyed register themselves 
with the exchanges, the magnitude of unemployment at present 
might be of the order of 2.8 millions. But blowing for frictional 
unemployment, the backlog of urban employment may be of the 
order of 2.5 millions. According to the Agricultural Labour En¬ 
quiry, the level of the rural unemployment in 1950-51 was of the 
order of 2.8 millions. 

Second Five-Year Plan. The new entrants to the labour 
force during the next five years were estimated at 10 millions of 
whom 3.8 millions entrants were urban and 6.2 millions rural. 
Thus the aggregate magnitude of unemployment estimated during 
the Second Plan period (1956-—61) was of the order of 15,3 mil¬ 
lions—(new entrants 10 millions plus 2.5 millions existing un¬ 
employed urban and 2.8 millions existing unemployed rural). It 
has been estimated that unemployment is increasing at the rate 
of 20 to 24% every year on the live register of employment ex¬ 
changes. « / 

Even if it were possible to create employment oppotWnttie!i 
t)dP order, the problem of under-employment would (Bllill re- 
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main mutoived. It is qnit« obvious that the Seqoad Plan did bcdd 
out a i»roinise of full employment. The additional employm^t 
likely to be generated by the Second Five-Year Plan on the basla 
of tlie data supplied by the State and Central Ministries, and on 
the basis of physical targets proposed by the private sector was 
estimated to be about 80 lakhs. The objective of the Secpnd Five- 
Year Plan was to provide employment opportunities outside agm- 
culture on an adequate scale and 10 million jobs had to be created 
for this purpose. Irrigation schemes, schemes of land recla¬ 
mation by manual labour, schemes of Central Tractor Organisation, 
etc., put together were estimated to provide employment to about 
1.6 million new entrants to the labour force in the rural areas. 
The village and small industries development programme was 
also expected to provide fuller employment opportunities. Studies 
made by the Planning Commission showed that the additional tar¬ 
get of employment during the Second Plan was not likely to be 
much higher than in the First Plan, that is 4.5 or 5 millions. Thus 
the Plan made no significant contribution to the solution of un¬ 
employment problem, but the problem will continue to require 
good deal of attention. This is a problem rooted structurally in 
^e economy. 

Under the Second Plan, attempt was made at regional distri¬ 
bution of employment and development programmes were adopt¬ 
ed for creating employment opportunities in special areas where 
chronic under-employment exists. Conditions in areas which are 
relatively poor in natural resources may in some cases necessitate 
the transfer of surplus labour to other areas. 

Tliird Five-Year Plan. The Third Plan is expected to pro¬ 
vide jobs for 14 million persons. But the number of new entrants 
to the labour force is estimated at 17 millions owing to sharp in¬ 
crease in’ population. The problem of unemployment will there¬ 
fore still remain unsolved. According to a note prepared by tke 
Ministry of Labour and Employment, employment in the public 
sector went up by 5.2% during the first year and by 7.2 per cent 
during the second year of the Third Plan, Fifty per cent of thia 
increase occurred in various services consequent on the expansion 
of educational, health and medical facilities. Nearly 18 per cent 
of the additional employment in the public sector related to trans¬ 
port and communications and 15% to the manufacturing sector. 
Employment in the private sector increased by 2.4% during the 
first year and 5.6%* during the second year of the Third Plan. 
A large part of the additional employment occurred in servicea^ 
Ixude and commerce. During the first three years of the Plan, 
employment in the non-agricultural sectors increased by 19.5 lakhs. 
The non-agricultural unemployment rose from 28 lakhs at the 
beginning of the plan to 46 lakhs in March 1964. Employment in 
private sector establishments employing 25 or more persona in- 
ereaaed from 50.4 lakhs in March 1961 to 56.0 lakhs in March,. 
1964—an increase of 11.1%. It is eatpected that 90% of the ThirdI 
Flan target would be achie^d so that the backlog of unemp4ojr- 
mant at tlie end of Third Phan wCuld be heavier than at the eodl 
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ttf the Second Plan. The Minister of State for Planning inform¬ 
ed the Lok Sabha on October 1, 1964 that the Third Plan wottld 
be creating additional employment of the order of 13 millions. 
Still the Fourth Plan was likely to start with an unemployment 

imeklog of 12 millions. 

< 

J^bH Stnploymmit 

To try to combat unemployment is a negative policy. We 
amust do something positive. We must build up such an economic 
system that every able-bodied person is guaranteed a job by the 
State. 

In recent years, a vigorous campaign has been carried on in 
warious countries in favour of full employment programme. Con¬ 
tributions by Beveridge, Pigou, Boosevelt and Senator Murray in 
the formulation of such programmes are well known, According 
to Pigou, full employment means that all able-bodied people are 
employed, if they desire, to work at the prevailing rates of wages. 
'To ensure full employment, the State must see that at no time is 
the number of jobs less than the number of unemployed persons. 

Pull emploj’^ment can be maintained in the following ways-— 

(a) The demand for labour should always he kept ahead of 
the supply of labour 

(b) The demand for labour should be properly directed 

(c) Both demand and supply of labour should be so organis- 
f'd that changes in the demand for labour synchronise over a not 
too distant period with changes in the supply of it, and vice versa 
There may still be a fractional unemployment during the period 
(Of adjustment. 

State control will be essential in the economic sphere to pro- 
wide employment for all Mobility of labour will have to be con¬ 
trolled through employment exchanges; location of industry will 
Tiave to be controlled so that the”available supply of labour can 
lie properly distributed. Above all, the total expenditure, both 
^public and private, must be kept at such a figure that the demand 
for goods and services is so great that it can be met only if the 
«iltire man-power of the community is employed. 

Teacibility of Full Employment Programme in India 

India contains one-fifth of the human race within its boun¬ 
daries. To attempt to provide jobs for such a large mass of 
liumanity is a stupendous task. Some would say that only those 
■who have taken leave of their senses can advocate a full em- 
fdoyment programme for the sub-continent. 

The idea may look fantastic. But it need not be so. If the 
utinibeirB for which we have to find jobs are vast, so are our re- 
We have not yet started making full use of thm. We 
iMtlNB, for example, hardly developed 6% of our hydro-eletlrio ^ 
There is nothing fixed about resources. The more i^ey 
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AW used, the more they will increase. Improvement in technique 
places increased resources at the disposal of the community. 

Daring the War there was practically full employment. AVhy 
cannot we maintain that level of economic activity? If something 
can be achieved under the stress of war, there is no reason why 
we cannot retain it during peace. Public expenditure, Central and 
Provincial, amounted to Rs. 171 crores in 1938-39, but it rose to 
the giddy height of Rs. 1,198 crores in 1945-46. Who could think 
of such a phenomenal increase in our public expenditure before 
the war? The advocates of sound finance would shudder at the 
very idea. The fact is that finance is a mere camp-follower of 
economic and political policies. It has now been demonstrated 
that what is physically possible is finaiieially possible too. Finance 
should be definitely subordinated to the achievement of the goal 
of full employment, and which aim could be more laudable? 

To maintain full employment, employing people even on use¬ 
less jobs has been advocated. Sir William Beveridge thinks it is 
even “better to employ people on digging holes and filling them 
up again, than not to employ them at all. Those who are taken 
into useless employment will, by w’hat they earn and spend, give 
useful emjiloyment to all others”. But there is tremendous 
amount of useful work that is w'aiting to be doue in India in al¬ 
most every sphere of life, e.g., public health, education, housing, 
transport, irrigation, electrification, modernization of agriculture 
and industry. Each of these can be developed to such an extent 
as to provide employment for the requisite number of men. The 
framers of the Bombay Plan admitted that, without providing full 
employment, the establishment of a decent standard of living 
would remain a pious hope. 

Even when a full employment programme is in operation, 
there may still be a certain amount of unemployment due to the 
seasonal nature of certain industries or fluctuations in demand, or 
technological changes, or due to some inherent defects in the pro¬ 
gramme, But these gaps can easily be filled up by properly re¬ 
gulating the Government public works programme. The Govern¬ 
ment can so regulate its own economic activity,as to remove the 
deficiencies ot* the full employment policy. 

It must be admitted that the operation of the full employ¬ 
ment policy will involve extension and strengthening of economic 
controls. There will be a stringent regimentation of all economic 
activity. There shall have to be control over prices, regulation of 
private mvestiuput, control over location of industry and over 
labour market, control over foreign trade, control over consum¬ 
ption as well as production. A properly co-ordinated and synchro¬ 
nised programme of public expenditure will have to be put 
through. But is there anything inherently impossible in all this? 

True, there are difficulties, and some of them formidable in¬ 
deed, Ours is a poor country and we lack administrative ex- 
j^eirience necessary to push through such schemes. We have hard- 
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ly taken the first' steps in social insurance. Social security aadl 
^11 employment are yet a far cry. There is no provkion of <dii. 
age pensions or employment insurance. Ours is yet only a limitedi 
vision. We shall have to think of infinitely bigger things. And 
there is no reason why we cannot do it. Being a poor country^ 
some would say, we cannot afford such luxuries. But this only 
means that full employment in our case will be establkbed at » 
lower income level. The programme of full employment is cer¬ 
tainly feasible in India. 

Some Aspects of Full Employment Programme for India' 

A full employment programme for India must embrace al¬ 
most all important aspects of Indian economic life. It must 
touch international aspects of Indian economy, reconstruction of 
Indian agriculture and industry, co-ordination and expansion of 
transport, regulation of money market and foreign trade, reorien¬ 
tation of public finance, etc. We shall say a word about each of. 
these aspects. 

The world today has become one economic unit. No country- 
can stand apart and isolated. The Great Depres.sion and the 
global war have demonstrated the interdependence of the various 
eountries of the world The economic solidarity and stability of 
the industrialised countries of Europe is closely interwoven with 
the economic prosperity and stability of the agricultural regions 
of Asia, As Sir William Beveridge puts it: “The new sign-post 
points clearly to the need for joint action by many nations to 
bring order into the production and marketing of primary com¬ 
modities”. The five economic experts commissioned by the Econo¬ 
mic and Social Council of the United Nations in their report re¬ 
commend that the countries of the world must jointly try to* 
evolve a balanced and expanding world trade to ensure full em¬ 
ployment. The International Bank for Reconstruction and De¬ 
velopment should arrange for a large and stable international in¬ 
vestment. The organisation of the I.M.F. should also be utilised 
for maintaining balanced and expanding world trade. 

International movements of capital will be necessary for im¬ 
plementation of any integrated plan of economic development of 
an economically backward country like India. Capital and capi¬ 
tal goods will have to come from abroad. It will be necessary for 
us to establish multilateral economic and financial relations with 
other countries. The structure of our foreign trade will thus be- 
affected, which in its turn must affect internal economy. 

If India is to realize her economic destiny and occupy its. 
due place in the comity of world powers, she must raise an eco¬ 
nomic structure which will not only sustain the pressure of its 
growing population but also assist other nations in the realisa¬ 
tion of their full employment aims. “She must integrate the* 

1. For a fall siod; *ee T. N. Boisiaswunj, FvU SmplounHUi %n 
IMS. 
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dynamics of her fdtare economic evolution with the progi^ive 
nations of the world which is waking to an urgent utilisation of 
the global resources, natural as well as human”. 

Our agricultural system is characterised by a subsistence 
economy. This has to change, if we are to create fuE employ¬ 
ment income structures and standards of living. This will 
necessitate heavy inter-occupational movements of labour. Thia 
movement has to be properly organised, for, according to Sir 
William Beveridge, the essential feature of a full employment 
policy is “not mobility of labour, but organised mobility’'. 

At present our ever-increasing population is intensifying the 
pressure of populatiou on land and is constantly threatening even 
the already poor standard of living.in the rural areas. There ia 
enforced idleness for a number of months in the year among the 
agricultural population. The burden of indebtedness is keeping 
the peasant down. These handicaps must be removed. Agricul¬ 
tural production will have to be properly planned. In short, there 
must be a radical reconstruction of our rural economy and it 
must be integrated with urban or industrial economy to fit in with 
the implementation of a full employment programme to absorb 
not only the population emerging into employable age-groups 
but also other factors of production.^ 

The present Indian industrial structure suffers from certain 
technical and economic rigidities and is incompetent to sustain 
the full employment programme. It is not strong enough “even 
to stabilise the contemporary rickety labour market in the urban 
areas.” The industrial system of a full employment pattern will 
have to be a co-ordinated part of the general economic develop¬ 
ment of the country. 

The following programme of industrial reconstruction ha& 
been put forward'*: (a) More rational localisation of the indus¬ 
trial structure; (b) decentralisation and diversification of indus¬ 
trial units; (c) controlled industrial location calculated to stabi¬ 
lise labour markets of the country; (d) co-ordination of industrial 
evolution with the general economic evolution in the region; (e) 
controlled evolution of regional markets for industrial products; 
(f) management of wage fluctuations to maintain full employ- 
mem standards of living; (g) controlled regulation of inter¬ 
regional movement of industrial products; (h) controlled evolu¬ 
tion of the industrial structure with regard to technical progress 
m the process of manufacture; (i) regulated reconstruction of the 
special iudustries of the region; (j) regulation of inter-occupa¬ 
tional as well as inter-regional mobility of labour; (k) regulation 
of investment in regional industry; and (1) regulation of ‘con¬ 
sumption’ of industrial products by speculators and monopolists. 
Nothing short of a eomprdifinsive programme of reconstructiotk 
of Indian industry can support a full employment programme. 

1. Bid., p. 61, 

3. Ibid., pp. 113-4. 
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'Ute aim of industriaiisation ia not merely to rabe the stand- 
Afd of living: but also to improve the cultural standard of our 
jjeople. The drive and energy of the technical engineer will have 
to be matched by that of the social engineer. 

As f 9 r our transport system, it is haphazard, unplanned and 
inadequate, Such a transport system is a great hindrance to agri¬ 
cultural prosperity, industrial progress and the general economic 
development of the country. For the implementation of a full 
employment programme, a co-ordinated system of transport is in¬ 
dispensable. The transport bottleneck, therefore, will have to be 
removed, if economic regeneration of the sub-continent has to be 
J>rought about, 

A programme of general economic stabilisation must evolve 
n regulated inter-regional movement of goods, an organised inter¬ 
regional and inter-occupational mobility of labour and regulated 
production of goods, industrial and agricultural, as well as regu¬ 
lated consumption of producer and consumer goods. In all this, 
transport system has to play an important role. 

When the full employment pattern of society has been estab¬ 
lished, the transport system mu«t protect it and prevent it from 
•disintegrating. It must prevent abnormal economic fluctuations 
which might unsettle the economic structure providing full em¬ 
ployment. From this point of view the following adjustments 
will be necessary in the transimrt system^: (a) The transport 
jsyatem will have to be decentralised and regionaliscd with th ‘ 
minimum of contact with the transport system which would have 
to concern itself only with the traffic essential to maintain inter- 
Tcgional and international economic relationship; (b) the trans¬ 
port system must be elevated to the pedestal of a public utility 
sservice, and outlay on transport should be in the nature of com¬ 
munal outlay. This principle should cover the road transport 
too; (c) effective co-ordination among different transport systems 
like railways, automobile and water transport to eliminate any 
•competition among them; (d) nationalisation of the transport 
systems to reduce any competition either in routing or in freight, 
and to maintain an integrated pattern of investment structure 
•to implement full employment schemes of stabilisation—regional 
as well as national; (e) regionalised regulation of traffic—goods 
as well as labour—to maintain the requisite pattern of price 
■formation in agriculture and industry; (f) adequate readjust¬ 
ments of ‘expense ratios’ in transport services to the exigencies 
•of the reconstituted Volume and velocity of traffic. 

The transport system must be highly flexible so that it esm 
•effectively cope with normal traffic arising out of the implementa¬ 
tion of the full employment programme. For this purpose, reli¬ 
ance cannot be placed on railways alone. A co-ordinated and 
elaborate system of road transport will also be essential, The 


1. /bid., p. 19S. 
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transport system, in short, must form an integral part of the 
general economic stabilisation programme. 

A properly regulated money market is also an essential pari 
of the full employment programme. A full employment pattern 
of economic structure must eliminate cyclical fluctuations in 
trade and industry. Frequent occurrences of booms and depres¬ 
sions are sure to de-stabilise the new economic system Which ia 
calculated to maintain full employment income structure. Stabi¬ 
lisation of the price level is very essential, )ii the new dispensa^ 
tion, therefore, it will be necessary to regulate the deposit-creating 
capacity of the banking institutions and to control the forces 
influencing the purchasing power of the community. 

The Indian money market lacks the necessarj' flexibility. Its 
various constituents are split up into several water-tight compart¬ 
ments so that they do not constitute one organic whole. It has 
been remarked that “the development of banking in India has 
been ‘atomistic’ rather than 'organic'.” They are incapable of 
concerted action. 

Certain adjustment will be essential in the structure of the 
Indian money market to fit it in the general pattern of full em¬ 
ployment economic system. For a big country like India, one 
(Jentral'Bank cannot adequately meet the financial needs of the 
various regions. A t*ertain amount of decentralisation of central 
banking, establishment of small independent banking units, regu¬ 
lation of banking functions in the country and control of the 
foreign exchange operations are some of the necessary adjust¬ 
ments m the Indian money market to enable it to sustain the full 
employment pressure. 

The foreign trade cannot remain unaflected if a country 
launches a full employment programme. As Sir William Be¬ 
veridge puts it, “International trade had fundamentally different 
aspects for a country with full employment.” Keorientation of 
our foreign trade policy will be essential to make our full em¬ 
ployment policy a success. It has been suggested thait India will 
have to go through three phases of adjustments so far as her 
foreign trade is concerned’: (a) bilateralism to secure the maxi¬ 

mum advantages of international capital movements to finance 
and implement her enormous programmes of economic develop¬ 
ment ; (b) “bloc multilateralism” within the British (Common¬ 
wealth of Nations to strengthen her structure of external econo¬ 
mic relations and preserve her internal programmes of full em¬ 
ployment from being contaminated by world forces of economic 
evolution; (c) participation in global multilateral tarading as an 
integral unit of Sterling Bloc to preserve the stability of her 
eeondmic system for the depradations of the stability of other 
currency blocs till the world effectively implements the evolution 
of an international currency devoid of the vested economic and 
financial interests of the 0reat Powers which today control the 


1. iMd., p. m. 
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izistitutions of the United Nations Organisation. The foi^eign 
trade must be complementary rather than competitive. 

There are certain factors which impede the implementation 
of the full employment policy in India. The inflationary situa¬ 
tion that exists today is not conducive to such a policy, because 
the deficit spending, which such a policy involves, only accen¬ 
tuate inflation. The low rate of capital formation is another ad¬ 
verse factor. To borrow Keynesian terminology, the ‘propensity 
to invest’ is very low. There is a fall in private investment ex¬ 
penditure. But full employment policy requires large investment 
expenditure. The absence of data on employment, marginal pro¬ 
pensity lo consume and the multiplier, etc., makes the launching 
of the full employment policy a bit hazardous. The anti-infla¬ 
tionary i)olicy of the State and the high level of indirect taxation 
are also not calculated to further full employment programme. 

It may, however, be emphasized that in a country of low per 
capita income like India, it is more important to improve technical 
efliciency than to have full employment, because by itself full em¬ 
ployment cannot increase national income. 

Sole of the State in Full Employment 

In the early thirties the world witnessed the paradox of 
poverty in the midst of plenty: a spectacle of over-production on 
the one hand and starving humanity on the other. These chaotic 
conditions were created by the maladjustment between produc¬ 
tion and consumption and the divergence between the rate of 
capital creation and the pace of investment. Technological pro¬ 
gress seemed to have outrun the consumption propensity of the 
people. “They only escape from the sinister spiral of economic 
‘progress’ where technical progress incessantly creates enormous 
divergence between investment opportunity and capital creation 
and distorts the composition of consumption propensity of the 
population leading to the mad stampede for resources and markets, 
... lies in a comprehensive co-ordination of all economic for¬ 
ces.” "What is needed is the synthesization of the dynamics of 
investment into a co-ordinated pattern of economic development 
to liquidate the ‘paradox of plenty' and adequately implement 
the f^l employment of man-power and material resources without 
jeopardising the main-springs of technical advances. 

Now who <Jan bring about this ‘comprehensive co-ordination* 
or synthesization! We can only look to the Government to do it. 
A system of extensive economic control will have to be built up, a 
system which can be efficiently administered not like the one 
which we witnessed during the war and post-war yean. Un¬ 
planned and unintegrated economic development has created a 
large volume of undisguised unemployment. While far-resohing 
agrarian reconstruction has to be effected, when evils of unplan¬ 
ned iadustrial evolution have to be eliminated, and ep-^dinffjted 
industrial development is to be brought about, when'the tipuBeport 
aystem needs overhauling and when trade, internal and i|pkteraeil« 
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1^ to be canalised, State xegolation becomes ineritable. Fall 
emploTment policy cannot be executed without radical reconstrac- 
tion of the entire economy of the country. Economic administra¬ 
tion of this order can only be efSoiently carried out by the Oov- 
veniment machinery. A suitable State machinery for creating full 
•employment pattern of economic society will have to b« devised 
mud perfected. 

It will be necessary to set up self-sufficient economic zones. 
Inter-zonal economic relations of a complementary nature will 
iiave to be fostered. All this would mean enormous structural 
^changes in our economic system necessitating corresponding 
iChanges in the administrative machinery of Government. 

To carry out all-comprehensive economic policy for the 
Indian sub-continent, a Supreme Economic Council of economic 
•experts will have to be created. The Supreme Council will have 
.to be clothed with executive powers effectivly to co-ordinate the 
various economic programmes. It should have the powers of 
.'Superintendence, direction and control of tlie economic system. 
For this purpose, it should be free to create suitable subordinate 
instruments of economic policy. To prevent any friction and to 
•convert it into a suitable spring of the necessary authority, the 
members of the X^nion Cabinet .should have seals on it ex-offleio. 
In that case, it will be easy to carry out its decisions promptly. 
The Supreme Council is to be a sort of ‘Brains Trust’. In order 
to make it an embodiment of mature wisdom and experience of 
•various aspects of economic life in the country, experts, both offi- 
•cial and non-official, in banking, transport, agriculture, trade and 
industry must be given <lue place on the Council. For each of 
these branches of economic development, separate boards may be 
associated with the Supreme Council, e.g,, a Board of Transport, 
a Board of Industry, a Board of Price Co-ordination, etc. 

The main functions of the Supreme Economic Council should 
be the co-ordination of inter-regional trade, transport, movements 
of labour, prices, distribution of power resources between the xe¬ 
nons, etc. For each xegion or zone there should be set up a zonal 
or regional Economic Council on the lines of the Supreme Econo¬ 
mic Council, having associated with it a separate Board for each 
branch of economic development. The present States may have 
to be split up into smaller and convenient economic zones. These 
aonal councils will have the important function to develop the 
r^ources of the zone, human and material, to the limi t necessary 
to maintain the full employment economic structure and inter¬ 
weave various aspects of economic evolution in the zone as an 
integrated whole. To some extent these functions of the Supreme 
Economic Council are being performed by the Planning Commis- 
tdozL in India. 

In short, the ^vemment will have to undertake the responsi¬ 
bility of mamtaining an economic system in the country which 
will provide full employment. For this purpose, it must come 
forwi^ with its own public works programme so that any defici- 
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*eney of pri?iite enterpriiie is up. In other words, it will be 
the responsibility of the Government to maintitin that levd of 
total outlay which ensures jobs for all those who seek them. Only 
the Government can command the resources and exercise the 
requisite authority to translate into practice any full employment 
programme that may be conceived for India. A full employment* 
policy in India must aim at “preserving a progressive balance 
between economic development and the volume of population to 
maintain a progressive standard of living” and must protect “the 
economic system from the impact of economic instabilities which 
may originate abroad”. This is not an easy task and all the re¬ 
sources of the Government will have to be mobilised to accomplish 
it. A complete transformation of Central and State budgets may 
be necessary when the full employment programme is launched 
and executed. Thus the Government role will be an all-important 
role in providing and maintaining employment in India. 
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National Income 


Raising national income is the important goal of our eco¬ 
nomic activity. Economic welfare of a country depends upon 
what goods and services are made available for the eonsumptitm 
of its people. The economic welfare of a community can best be 
measured by its national income. Other things being equal, eco¬ 
nomic welfare is greater if national income is greater. National 
income figures give us an idea as to the standard of living of & 
community. The national income figures are further useful in 
helping us to assess the pace of economic development of a coun¬ 
try. Jf they do not measure progress precisely at least they will 
show us the trends. The study of national income .statistics is 
^0 useful in diagnosing the economic ills of a country and sug¬ 
gesting remedies. The rate of saving and investment is ulti¬ 
mately dependent on the national income. Henee a study of 
national income of a country is of utmost importance.. 

» 

What is Natibnal Income? 

Thus the wealth of a nation is the sura-total of the posses¬ 
sion of the people,—only such possession as can be appropriated 
and exchanged. The income that flows from this fund of total 
posseesions is known as national income or national dividend. 

There are different opinions regarding the items that should 
be included in it. For instance, the service ^ rendered by a 
mother or housewife is very valuable and yields satisfaction 
which can often be measured in money, but is excluded from the 
national income. The same service rendered by a housemaid is 
considered as income. Similarly, as Prof. Pigou says, houses 
and furniture enter into national, income if put out on rftnt, but 
not if they are given as free gift, even though the,utility render¬ 
ed by them is the same. There are some economists who believe 
that the services of public servants should be excluded from the 
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national ineoma. Others hold that only income without any ser¬ 
vice in return, sueh as old age pensions, should be excluded, 

Mr. Colin Clark, a British ethnological authority, defines 
national income as follows:— 

“Th^ national income for any period consists of the money 
value of the goods and services becoming available for consump¬ 
tion during that period, reckoned at their current selling value, 
plus additions to capital reckoned at the prices actually paid 
for the new capital goods, minus depreciation and obsolescence 
of existing capital goods, and adding the net accretion of, or 
deducting the net drawings upon stocks, also reckoned at cur¬ 
rent prices. Services provided at non-profit-making basis by the 
State and local authorities (e.g., postal services and municipal 
tramway services) are included on the basis of charges made. 
Where taxation is levied upon particular commodities and ser¬ 
vices, such as the customs and excise duties on commodities or 
the entertainment tax, such taxes arc not included in the selling 
value.*^ 

According to Dr. V. K. R. V. Eao, an Indian authority on 
the subject, national income may be defined as the money value 
of the flow of commodities and services, excluding imports be¬ 
coming available for sale (or capable of being sold) within the 
period, the value being reckoned at current prices minus the 
sum of the following items: (1) the money value of any diminu¬ 
tion in stocks that may have taken place during the period; '2) 
the money value of the flow of goods and services used up in the 
course of production; (3) the money value of the flow of goods 
and services used to maintain intact existing capital cquipnnmt 
(value being reckoned at current prices); (4) receipts of the 
State from indirect taxation; (5) favourable balance of trade in¬ 
cluding transactions in treasure; (6) net increase in the coun¬ 
try's foreign indebtedness or the decrease in the holdings of 
balances and securities abroad whether by individuals or the 
Government of the country.”* 

National income is the aggregate factor income (i.e., earn¬ 
ing of labour and property) which arises from the current pro¬ 
duction of goods and services by the nation’s economy. The 
nation’s economy refers to the factors of production, i.e., labour 
and property, supplied by the normal residents of the national 
territory. 

Income is deemed to originate in the territory on which the 
income generating economic activity takes place. The income 
originating on the territory of a country is described as its net 
^ographical or domestic product. Since a part of the factor 
income originating on the territory of a given country may 
accrue to foreigners as payment for the services of factors sup- 


1, ColixL Clark: The Natioital Income, pp, 1-2. 

S. Dr. V. K. R. V. Bao: National Income of British India. 
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plied by them, and a part of the factor iucome originating on 
foreign territories may likewise accrue to the normal residents of 
the given country, national income is different from net domestic 
product. National income is equal to net domestic product plus 
net income from abroad, the latter being the excess of |he factor 
income originating abroad but accruing to the normal residents 
of the country over the factor income originating in the given 
country but accruing to the normal residents of the rest of the 
world. 

Methods Calculating the National Income 

Three methods are usually advocated to calculate this in¬ 
come :— 

i(a) The Income Method. This is based on income-tax statis¬ 
tics. The income-tax figures are supplemented by figures of ave¬ 
rage earnings of various groups of labourers. Such a method 
will be more useful in a country where the number of income-tax 
payers is large. It can be used in India if it is helped by ad hoc 
inquiries into the income of labourers, petty shopkeepers and 
other groups of workers, whose incomes are not liable to income- 
tax. 

(b) The Census of Production Method or the Inventory 
Method. It takes into consideration the total goods and services 
consumed in a year at market prices. This method need.s an 
accurate census of production as well as a wage census. In India 
no complete census of production has ever been taken. The 
Government, however, publishes estimates of the production of 
principal agricultural commodities which means that the income 
of almost every two persons out of three is taken into calcular 
tion.^ Complete statistics of the output of mines and forests are 
also published. Figures of production of some important indus¬ 
tries are also available.* Besides, some figures about milk and 
milk products are available. 

(c) A Combination of the Income and Inventory Methods. 
The two methods have been combined by Dr. Bao with fair suc¬ 
cess in India. He has used Government estimates of agricultural 
produce, tabulated figures of mineral, industrial and forest pro¬ 
duce, available data on milk and milk products, income-tax sta¬ 
tistics as well as figures of incomes of .iunior Government ser¬ 
vants and of those industrial workers whose wages are published 
regularly. He has supplemented these by ad hoc inquiries in 
other directions. 

Estimates of National Income of India 

A number of estimates have been made from time to time to 
ascertain the national income of India. The earliest of these was 
made by Dr. Naoroji relating to 1867-70. The various estimates 

1. AgHmltural Situation in Indw, n monthly jotumnl. 

3. Siatiatioal Abatraat^ a monthly. 
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of per capita income in British India before the Partition are as 
below:— 


No. 

Name of AtUhor 

Year a for which 
eetimate is made 

Income in 

Be. As. F. 

1. 

Dadabhai Naoroji 

1867-70 

20 

0 

0- 

2. 

Lord Cromer and Barbour 

1882 

27 

0 

O' 

3. 

Digby 

1898-99 

17 

8 

5 

4. 

Lortl Curzon 

1900 

30 

0 

0 

6 . 

Digby 

1901 

18 

8 

11 

6. 

F.C. Atkinson 

1875 

30 

8 

0 


ff 

1895 

39 

8 

0 

7. 

Wadia and Joshi 

1913-14 

44 

5 

6 

ft. 

Shah and Khambata 

1900-14 






(Pre-war)t 

30 

0 

0 

9. 

**• 

War and post-War 

38 

0 

0 

10. 

Findlay Shirras 

1921 

107 

0 

0 

11. 

»» ft ••• 

1922 

116 

0 

0 

12. 

Simon Commission 

1929 f 

116 

0 

0 

13. 

Dr. Kao 

1925-29 

76 

0 

0, 




51 

0 


14. 

••• 

1931-32 1 

166 

0 

0* 



L 

65 

0 

0* 

15. 

Sir James Crigg 

1937-38 

66 

0 

0“ 

16. 

“Student” m Commerce 

1938-39 

66 

0 

0 

17. 

t> ff 

1942-43 

124 

0 

0 


It is seen that there are big* variations in the above estimates. 
One reason is the changes in price. For instance, Rs. 45 in 1913- 
14 would be equal to Rs. 80 in 1921-22, if allowance were made 
for the rise in prices. Besides, the area covered by different 
estimates is not alwajrs the same. Another important fact to 
note is the difference of treatment by different investigators. 
One finds that investigatorvS with a nationalist bent of mind 
usually arrived at lower figure.s as compared with officials; the 
viewpoint of the former was that British rule brought no pros¬ 
perity to India while the latter think differently. Earlier in¬ 
vestigations were thus coloured by political prejudices. In addi¬ 
tion the different estimates did not always include the same item. 
The basis of calculation was almost always different. Nor were 
the statistics wholly correct. Often they were patchy and in 
some cases lacking in important aspects. 

It may be mentioned that later estimates are more scientific 
and Dr. Rao’s valuation is perhaps the most reliable. He select¬ 
ed the year 1931-32 for his estimates. The income and inventory 
methods were judicially mixed and supplemented by ad hoe in- 


1. As adjusted by Dr. Bao aecordiug to the changes in level of prices.. 

2. Bural. 

3. Urban. 

*1 

4. India, Dr. BtCb allows a margin of -f 6 per cent. 

6. Budget speech, 1938. 
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quiries. Dr. Rao calculated that per capita income in India was 
65. He then concluded that corresponding to an income of 
Rs. ho per capita lor inUia, as a whole, the per capita income in 
rural areas was Rs. 51 and urban- areas Rs. 166. 

It is a matter of great satisfaction that for the first time we 
have now authoritative estimates of the national income ^of India. 
These liave been prepared by the National Income Unit under 
the guidance of the National Income Committee. The National 
Income Committee employed a combination of the ‘product 
method’ and the 'inco^me method’. First the total working force 
(self-supporting persons plus earning dependants) and its occu¬ 
pational distribution was estimated. The product method was 
then applied to as many sectors a.s possible. For the remaining 
.sectors the income method was applied. In a few cases, e.g., 
email enterprises, net income produced was estimated by both 
the methods, but the results obtained by the income method were 
•considered more satisfactory and hence adopted. 

According to the preliminary estimates, national income, i.e., 
net national output at factor cost, at 1948-49 prices, for 1962-63 
was placed at Rs. 13,370 crores as compared to Rs. 13,060 crores 
(revised) for 1961-62. This modest rise of 2.4% was in contrast 
with a high increase of 7.5% in 1960-01. The rise of 2.6% in 
1961-02 and 2.4% in 1962-63 was noticeably smaller than the 
average annual rate of growth of 3.4% in the First Plan and 
4.1% in the Second Plan period. 

According to ‘quick’ estimates prepared by the Central Sta¬ 
tistical Organisation, the national income in real terms is esti¬ 
mated to have reached a rise of 4.5% in 1963-64 over 1962-63 as 
against 2.4% and 2.6% in 1962-63 and 1961-62 respectively over 
the preceding year. The relatively low increase in 1962-63, as 
in the previous year, was due to sectors other than agriculture. 
In 1964-65 the rate of growth is provisionally estimated at 6 to 7%. 
The per capita income at 1948-49 prices worked out at Rs. 294.7 
in 1962-63. Tlie per capita national income recorded a rise of 
8.4%j over the Second Plan period. During the First Plan period, 
national income had risen by 18.4%) and the per capita income 
by 8.2%. Expressed at current prices, national income in 1962- 
*63 worked out at Rs. 15,400 crores and the per capita income at 
Rs. 339.4. 

Among the Indian States, Delhi has the highest per capita 
income—Rs. 968.58. Delhi is followed by Bengal with Rs. 436.69, 
Punjab Rs. 358.14, Maharashtra Rs. 335.44 and Madras Rs. 263.28. 

Less output of foodgrains and smaller increase under mining 
And factory establishments resulted in such poor performance in 
the first year of the Third Plan. It is depressing indeed to find 
that our rate of industrial growth (3% a year) compares un¬ 
favourably with the 5% or more achieved by 25 of the 81 under¬ 
developed countries included in the TJ.N. World Economic Sur¬ 
vey 1961. 
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The position in respect of national income and income per 
capita over the last few years may be summed up as follows: 


Year ^ 

Net ntUionnl output {in Be. 

’00 rrores) 

Per capita net output (in R».\ 
Based on 1941 and 1951 
population census figures 

A t current 
prices 

At 3948-49 
prices 

At current 
prices 

At 1948-49 
prices 

1 

2 

3 

4 

5 

1051-oS 

99-7 

91-1 

274-2 

250-3 

1955-66 

99-8 

104-S 

i 255-0 

267-8 

1966-67 

1131 

IIO-O 

283-4 

276-0 

1957-58 

113-9 

1 

108 9 , 

1 

279-6 

267-3' 

1968-59 

126 0 

116-5 ^ 

303 0 

280-1 

1959-60 

129-5 

118-6 , 

304-7 

279-2 

1960-61 

141-6 

I 

127-5 

327 3 

293-7 

1961-62 

146 3 

' 1 

130-2 

329 7 

293-4 

1962 63 

154-0 

1.33-7 

339 4 

294-7 


The following table gives the contribution made to the" 
national income by the different sectors of the Indian economy 
in 1950-51, 3955-56 and two recent years. 

National Income by Industrial Origin 
(in Rs. 100 crores) 

1950-51 1955-56 1900-61 1962-63 

A. AT CURRENT PRICES 

Agrleultan: 


Agriculture, animal 
husbandry and an- 


ciliary act ivities 


47-8 

43-9 

66-8 

67-8 

Forestry 


0-7 

0-7 

M 

1-2 

Fishery 


0-4 

0-6 

1-0 

0-7 

Total of agriculture 

4250 

48-9 

45-2 

08-9 

69-7 

Inlng, maDufaetorlng 
and small enterprises: 

Mining 


0-7 

1-0 

1-6 

2-0* 

Factory establishments 


6-6 

7-8 

13-4 

16-9 

Rmal 1 enterprises 

Tot4aI of mining, manu- 


9-1 

9-7 

11-2 

12-1 

§ 

-o 

§ 

ts 

1 

1 

enterprises 

1480 

15-3 

18-5 

26-0 
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Oomineree> transport 
and commnnioatloQs: 

Communication (post, 
telegraph and tele¬ 
phone) 

Railways 

Organised banking 
and insurance 
Other oommcTce and 
transport 

Total of commerce, 
tran^ort and com¬ 
munication 

Other Serivces: 

Professions ami liberal 
arts 

Government services 
(administraLjon) 
DomosC ic service 
liousc property 
Total of othor tw^rvjces 


Net domestic pro¬ 
duct at factor co-it 
Net earned income from 
abroad 

Net National output at 
factor COST Na 
tional Income 


1600 


1.1 0 

8670 

•20 

86;')0 


1. Agriculture, animal husband¬ 
ry and ancillary activities 

2. Mining, manufacturing and 
small enterprises 

3. Commerce, Transport and 
Communications 

4. Other Si'rvices 

Net domestic product ut fac¬ 
tor cost 

0. Net earned income from ab¬ 
road 

7. Net national output at factor 
cost- —National Income 


1950-61 

1956-56 

i960-dl 

1935*63 



* 


0-4 

05 

0-6 

0-8 

1-8 

2-.7 

3-6 

4-3 

0-7 

0-9 

16 

2-1 

14-0 

14-9 

17-6 

19-0 

10-9 

18.8 

23-4 

26-2 

4-7 


7-4 

8-4 

4-1 

.7-7 

9-0 

11-7 

1-3 

1-4 

1-9 

22 

41 

4-6 

.5-3 

5-6 

14-1 

17-3 

23-6- 

27-9 

9.')-5 

9-98 

141-9 

134-8 

^ 0-2 

0-0 

-0 

—0-8 


99-8 

141-4 

154-0 

-49 PRICES 



43-4 

.'iO-2 

59-0 

58-0 

14-8 

170 

21-1 

23-0 

166 

19-7 

24-6 

26-4 

13J) 

17-3 

23-1 

27-0 

88-7 

104-8 

127-8 

13*-5 

- -0*2 

0-0 

—0-5 

—0-8 

88-r> 

104-8 

127-3 

133-7 


For 11)62-63, the national income at current prices has been 
eathnated provisionally at Rs. 15,400 crorcs and at 1948-49 prices 
«t Bs. 13,370 erores and per capita income respectively at 
Rs. 339.4 and Rs, 294.7. The national income went up by 2.4% 
over the previous year as against a target of 6% a year. Less 
output of foodgraina and smaller increase under mining and fac¬ 
tory establishments have resulted in s\jch poor performance in 
the first year of the Third Plan. The national income in real 
terms which had increased at the rate of 2.5% during the first 
two years of tlie Third Plan showed a larger increase of 4.5% 
during 1963-64. 
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Difflcolties 

The estimation of national income in any country la a very 
difficult task. But in India the difficulties are particularly great. 
The chief among them are as follows; 

(i) The most serious handicap is the inadequacy, non-avail¬ 
ability and unreliability of statistics. Correct statistical infor¬ 
mation regarding agriculture and allied occupations is not avail¬ 
able. There is also no information available regarding consump¬ 
tion expenditure and savings of either rural or urban population. 
Besides, owing to regional diversities statistics available about 
one region cannot be used for another region. 

(ii) Illiteracy of the people and the absence of the practice 
of keeping account is the next. Tn western countries, economic 
statistics are collected directly from individuals and enterprises. 
This is obviously not possible in India. Moreover, Indian people 
are by tradition suspicious and do not co-operate in the collec¬ 
tion of data. 

Besides most of the Indian producers are not capable of 
knowing the exact quantity and the value of their products. 
Thus, “an assessment of output, produced by self-employed agri¬ 
culturists, small producers and owners of household enterprises 
in the unorganised sector, would require an element of guess 
work*'. 

(iii) For the most part, production, both agricultural and 
industrial, is unorganised and scattered. Thus, it does not admit 
of easy calculation. The Indian agricultural sector is dominated 
by subsistence farming and is a semi-stagnant sector and has, 
therefore, small significance in estimating national income of a 
developing economy. This also applies to household crafts. 

(iv) A major part of the Indian economy consists of house¬ 
hold enterprises which perform simultaneously functions belong¬ 
ing to different occupational categories. Thus the usual indus¬ 
trial classification cannot be observed. 

(v) Another difficulty is the absence of a uniform basis 
which could be used for evaluating commodities and services in 
terms of money. This is made more difficult by the fact that a 
considerable portion of the output in India does not come into 
the market at all; either it is consumed by the producers them¬ 
selves or is bartered for other commodities and services. The 
large, unorganised and non-monetised factor of the Indian econo¬ 
my presents the greatest difficulty in national income calcula¬ 
tions. 

(vi) Lastly, there is the universal academic difficulty of re¬ 
ducing the numerous economic activities of the million^ of people 
to a common measurable denominator. For example, how to add 
together the services of a street sweeper and those of the Prime 
Minister. 
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But these difficulties should not be allowed to act as deter> 
rents to the calculation o£ national income. 

Important Features of National Income Estimates of India 

We shall now study the important features brought out by 
these estimates, ^ 

(1) In the first place, it is obvious that the per capita income 
is very small indeed. Calculated in terms of U.S. dollars, it 
comes to $55.7. When compared with the per capita income of 
$1,453 of U.S.A., $870 of Canada, $856 of New Zealand and even 
■with countries like Iraq and Iran ($85 each), our poverty be¬ 
comes quite obvious. In fact, it only confirms in figures the exis¬ 
tence of extreme want and the .sub-human standard of our 
people. 

(2) Very little real improvement in the standard of living of 
the people. Apparently, the present per capita figure shows a 
great advance over Rs. 65 of 1931-32 (according to Dr. Kao’s esti¬ 
mate), but this is simply an illusion. It is not the money-income 
that matters, but the real iucome calculated in terms of goods 
and services. The wholesale price index for 1950-51 had risen 
to 409.7 (base year August 1939). in which year prices were even 
higher than in 1931-32. Thu.s there was no real improvement at 
all. However, since 1950-51, there has been a perceptible and 
steady improvement, the ]>er capita income at 1948-49 prices, 
rising from Rs. 246.3 in 1950-51 to Rs, 292.5 in 1960-61. 

(3) Then, this per capita income does not tell the whole 
story. This is after all an average. In reality, however, the 
national income is very \inevenly distributed. A ^mal1 minority 
of big industrialists, capitalists and zamindars swallow up a sub¬ 
stantial portion of the national income. There is no reason to 
doubt the general proportions as brought by Messrs. Shah and 
Khambata that more than 33% of the country’s income is enjoy¬ 
ed by the richer class who form only 5% of the total population 
and another l/3rd is enjoyed by the l/Srd of the population com¬ 
prising of middle classes. The remaining l/3rd is left for over 
60% of the people to divide among themselves. 

(4) The imbalanced character of the country’s economy is 
another important feature. Agriculture (including animal hus¬ 
bandry) contributes nearly half of the total national income. Com¬ 
merce, transport and communications all put together account for 
a mere 17.8% of the total. Manufactures, small industrial enter¬ 
prises and mining account for 18 4%. Compare this with the 
position in the U.K., where, in 1949, industrial production ac¬ 
counted for 53% of the total national output. This convincingly 
brings out the lop-sided character of our economy. 

(5) Predominance of small-scale enterprise. The contribu¬ 
tion of small enterprises in the economy to national income at 
66% is 6 times as great as the contribution of large enterprises 
(10.7%).^ 


3. Filial Heport of the National Income Committee, 1964, p. 107, 
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(6) IhrwioiiuiiaiiM of food in national oonsmaption. An 

analysis of the consumer expenditure in relation to national in¬ 
come indicates that food aiceounts for a consumer expenditure of 
Rs. 4,600 crores or nearly 53% of the total national income.^ This, 
proportion of 53% is for the country as a whole. The report of 
the Nationed Sample Survey published in January 1953 revealed 
that in ratal areas food accounted for no less than 2/3rds of the 
total expenditure (one-tenth on cloth and the rest on all other 
items). This high proportion of food expenditure shows the 
poverty of the people and the underdeveloped character of the 
country’s economy. 

(7) Large inequalities in the per person output in the vari-r 
ous sectors of the economy. Another notable feature revealed 
by the national income estimates is that the net output per em¬ 
ployed person in agriculture is markedly lower than that in most 
other sectors of the economy. In agriculture it came to only 
its. 500 in 1950-51 as against Rs. 1,700 in factory establishments, 
Rs, 1,600 in railways and communications, Rs. 1,500 in banking, 
commerce and transport, Rs. 1,100 in government services, 
Rs, 800 in small industrial enterprises and Rs, 400 in domestic 
service. This reflects the excessive pressure of population on 
land and the primitve technique of our farming. 

Indian Poverty—^its Causes aud Cure 

The poverty of the Indian masses is a by-word. The per 
capita income in the country is distressingly low. When com¬ 
pared with that of the countries of North America and Europe, it 
gives a rude shock. But must w’e go after statistics to gain an 
idea of our poverty when it is writ large on the faces of the 
country’s masses? Our teeming millions do not live, they mere¬ 
ly exist, and that existence too is most wretched. Millions among 
them cannot afford even two square meals a day and, therefore, 
death by starvation is not unknown. They are not only ill-fed, 
but are also ill-clothed and ill-housed. 

On the other hand, it is an equally well-known fact that 
nature has endowed India with rich natural resources, second 
only to those of the U.S.A. and the U.S.S.R. Is it not then a 
veritable enigma that the Indian people should be so poor? Veri¬ 
ly, this is a paradox, but its explanation is not at all difficult. A 
combination of economic, social and political factors is respon¬ 
sible for this sorry state of affairs. 

Economic Causes 

(i) The most striking economic cause is the excessive de¬ 
pendence of the population on agricnltnre. According to the 
National Income Committee’s final report published in February 
1954, 72% of the working population is engaged in agriculture as 
against a mere 11% in industries, 6% in trade, 1,6% in trans¬ 
port. 


1 . Extort of the National Income Committee, 1951, p. 27. 
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To make matters worse, Indian agriculture is most ineffi¬ 
cient and is characterised by serious insecurity of crops. While* 
its low productivity is mainly the result of small and scattered 
holdings, primitive technique and defective land tenure system,, 
the insecurity is the consequence of the dependence of agriculture 
on the capricious rainfall. Thus, when agriculture, whi5h is the* 
source of livelihood for the overwhelming majority of the people, 
is in such a precarious position, the general poverty is easily 
understandable. 

(ii) Lack of industrial development has kept down the 
national income. Not that the requisites of industrial advance 
have been seriously lacking but owing to the domination of for¬ 
eign capital, which could prosper only if Indian enterprises did 
not rise to chaDenge it, absence of basic industries and technical 
training facilities, the inadequacy of transport and banking ser¬ 
vices, shyness of indigenous capital, and such other adverse fac¬ 
tors, the potentialities of industrial advance have not been avail¬ 
ed of. 

(iii) Very inadequate development of transport and bank¬ 
ing facilities of the various necessary types so essential for the 
growth of a prosperous and balanced economic system has been, 
another serious handicap. 

(iv) The rapid growth of the population has been nullifying 
whatever little improvement in production lias been achieved. 
The existence of the food problem is a very eonvineing evidence 
of the lag between population and production. 

Social Causes 

The old and out-of-date customs, superstitions and institu¬ 
tions also deserve a fair share of the blame. The caste system, 
for example, has been exercising a very adverse influence on the- 
economic progress of the country. The fatalistic and ether* 
wcrldly outlook of the people is largely responsible for the atti¬ 
tude of indifference on the part of the people towards their own- 
betterment. Further, the universal illiteracy and conservatism 
have proved great hindrances to any economic advance that the 
people may otherwise have achieved. 

Political Causes 

But for the adverse political causes, the above economic and' 
social causes could have been got over, or, at any rate, would 
have been considerably toned down. 

The long foreign rule utterly demoralised the people. The* 
foreign government obviously was interested in prolonging its 
hold. It, therefore, followed, for a very long time, a policy of* 
utter indifference towards economic development, particularly in- 
the matter of industrialisation of the countrj*. For selfish rea¬ 
sons, it wanted the country to remain a supplier of raw materialsi 
and to serve as a market for the manufactured goods of its own« 
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ustlonals and to maintain the dependent statos of the country 
politically as well as economically. In matters euch as currency 
.and exchange, tariffs, stores purchase, which were so vital to the 
economic progress of the country, the British followed a policy 
calculated to serve her own interests rather than advancing those 
oi this country. 

Likewise, their policy towards the social problems was that 
-of ‘masterly inactivity’. Social causes, as we have seen, were 
thus allowed to work havoc. 

In the light of the above analysis, the grinding poverty in 
India is not at all surprising. 

Eemedies 

The appaUing poverty of the Indian people cannot be reme* 
-died merely by the tingering here and tingering there. Nothing 
short of a comprehensive economic planning of the country can 
secure substantial results. India is a country with a developing 
economy, rich in natural resources and man-power. Her resour¬ 
ces, human as well as material, are capable of fuller exploitation 
.and more intensive utilisation. The Indian economy is still pre¬ 
dominantly agricultural, nearly half of the country’s national 
income being derived from agriculture and allied activities. There 
is urgent necessity of accelerating industrial development and at 
the same time of increasing productivity of agriculture, 

-Are We getting Richer? 

The table on pp. 630-111 shows that the national income of India 
has increased from Rs. 8,650 crores in 1048-49 to Rs. 9,650 crores 
in 1955-56 which represents a rise of 11,5%. It rose to Rs. 12,860 
crores in 1960-61. The increase in per capita income rsepectively 
has been from Rs, 246.9 to Rs. 252 and to Rs. 327 in 1960-61. The 
increase is less than proportionate to the increase in total income. 
This is due to the increase in population. The population of 
India in 1948-49 was 350.38 million and increased to 373.37 mil¬ 
lion during the five years and 436 million in 1961. This indi- 
•cates an increased pressure of population on the resources of the 
•country. 

During the First Plan period, the national income increased 
from Rs. 10,240 crores in 1950-51 to Rs. 12,130 crores in 1955-56 
and to Rs. 14,500 crores in 1960-61 (at 1960-61 prices). The in- 
•crease during First Plan was 18% as against a target of 12%. 
•Considering the post-partition difficulties and the high infiation 
»TBider which the country was groaning, the achievement is no 
-doubt creditable. The tempo of economic activities during the 
Second Plan period was much faster and the national income, 
•was therefore up by 20% though the target was 25%. 

If the programmes included in the Third Plan are eompleted 
'in time, the national income (at 1960-61 prices) will go Up 
tabout 34%- Tihe net output of agriculture and allied sec tore will 
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f o Up by 25%, of mining and factory establishments by about 
2% and of other sectors by about 32%. The overall target is* 
to secure an increase of 30% in the national income over the 
period of the Third Plan. 

Conclusion. In spite of this increase in income, it has to be 
admitted that the poverty of the people of India is very greats 

more specially when we compare the per capita income with other 
countries. For example, the average income of an American is^ 
estimated to be 31 times that of an Indian and of an Englishman 
14 times more. Comparing the increase in income and increase in 
population one finds that the trend seems to be for population to* 
increase at only slightly lower lates than the output of goods. 
The per capita income whpn calculated in real terms showed very 
little change during the period 1949 to 1951 but started improv¬ 
ing as a result of the efforts initiated with the First-Year Plan. 
The table below gives an idea of recent income per capita in 
India and some other countries. 

National Income in some countries 


Country 

Year 

* 

Population 
tn milliorus 

1 

1 

Nahomil Income 
in mill tons 

i 

/« Terms 
of 

Rupees 
a ores 

Per 

capita 

income 

Rs. 

Australia 

19. >3 

8-81 

i 

£(A) 

3,714 1 

3,929 

4,460 

Burma 


10-04 

Kyats 

3,928 1 

.393 

206 

Canada 

19.14 

1.3-19 

$ 

18,774 1 

9,199 

6,0.36 

Coylon 

19.13 1 

8-1.3 

Rs. 

4,408 

441 

541 

Franco 

1934 ' 

42 73 

Frs. 

11,498.000 

1.3,7,30 

3,686 

Japan 

1954 

88 20 

Yon 

0,148,000 

8,129 

922 

Now Zealand 

19.34 

2‘09 

£(N Z.) 

802 

1,0.38 

5,062 

Pakistan 

19.'>3-.-)4 

78-Sl 1 

! Jls. 

19,310 

1,931 

245 

SwifzorJand 

1954 

4-92 1 

1 Sw. Fr, 

21,900 

2.407 

4,812 

U.K. 

19.34 

.31-07 

£ 

1.3,.343 

20,720 

4,057 

U.S.A. 

19.34 

JG2-41 

$ 

299.700 

142,0.37 

8,784 

India 

1953-.34 

,373 37 

Rs. 

100,000 

10,600 

1 

1 284 


It is seen that the income per capita in India, although im¬ 
proving, is only little better than in Burma and Palustan and is 
much lower than in any other country. We have to make up a 
great leeway indeed. More and more production per luiit of 
man-material should be our slogan. 

Distribution of incomes among various classes, whether savers, 
or spenders, gives a clue to the future pattern of investments. 
If, for instance, the greatest part of income is with hereditary 
Zamiodars, there will be no investment in industry. If, on the 
other hand, large income accrues to industrialists, they are likely 
to expand their business. In India it is alleged that the distribu¬ 
tion of incomes is not such as would be conducive to further 
development. It is said that the number of income-tax assessees* 
in the whole of India is veiy small and those who are liable to 




INDIAN • BOONOMICS 

pay income-tax over Bs. 2 lakhs of annual income is very small. 
Besides, the rate of taxation is quite high. For instance, a per¬ 
son with Rs. 1 lakh of income is left with only Rs. 48,0()0 while 
a person with an income of Rs. 2 lakhs income is left with 
Rs. 54,000 only and a person with an income of Rs. 5 lakhs is left 
with 60,000, and so on. Thus the conditions for saving are not 
favourable and, under the present rates of income-tax, no one 
can become rich except by dodging taxes or by black-marketing 
of goods. 

The first remedy which suggests itself of the cure of these 
faults is increased production in all directions and mobilisation 
of incomes of all classes for investment in remunerative chan¬ 
nels. If all the wealth of the wealthy people were forcibly taken 
away and redistributed amongst all the poor in the country it 
would not provide even one meal for 46 crores of people. So 
the result is of distribution of income as well as lack of produc¬ 
tion. Of course, distribution of income should be corrected as 
far as possible. At the same time, the growth in population 
*hould be limited within reasonable levels. Otherwise if plan¬ 
ned production will bring about some increase in income, it is 
bound to be neutralised by the growth of population and conse- 
-quent inflated prices. 

The two urgent needs in India today are then— 

(a) a greater agricultural and industrial production, and 
-(b) a fair and equitable distribution of income. 



OH.™ XXXV 


First Decade of Planning 
and Development 

(1960-61 to 1960-61) 


In the preceding chapter, we saw how ludicrously low our 
national income is and what a wide gulf separates India from 
other advanced countries of the world in this respect. Raising 
national income is an all-important objective before us. Only 
economic planning can help us to achieve it. 

Ladssez-faire ruled the minds of people and governed the 
economic policies of nations for a long time. It was believed 
that free play of self-interest was conducive to maximum indivi¬ 
dual benefit. It was argued that the consumer would be bene¬ 
fited by lower costs and the producer by higher gains. In re¬ 
cent times, however, lahssez-faire has lost its hold and there is a 
awing back to State interference. Thus, today, the issue is not 
between a plan and no plan but only between degrees of plan¬ 
ning. The idea of planning and a planned economy is accepted 
now in varying degrees by almost every one. 

The per capita income of India is extremely low. There is 
an ever present menace of rapidly growing population due to ill- 
developed resources. The standard of living is very low and 
the vast majority of the people live in a state of appalling poverty. 
The low per capita income of India is due to the wrong develop¬ 
ment of Indian economy. Seventy per cent of the people are 
busy with agriculture and even then cannot produce enough 
food to feed all the people in the country. To raise standards 
of living India must produce more per acre. Large-scale indus¬ 
trialization is also essential. Only then can we have hopes 
of better housing and more clothing. The problem of unemploy¬ 
ment and under-employment can be solved only by development 
of small-scale industries. 

India suffers from (a) insufficieucy of production, (b) insta¬ 
bility of economic life, and (c) inequality of distribution. Jh- 
sufficiency of production is due to the unemployment or under* 
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employment of factors of production. For her present stage of 
development, India is over-populated. Her resources may be 
vast, but they are not fully utilised. It is an undisputed fact 
that Indian economic life is unstable because her agriculture is 
at the mercy of uncertain rainfall. And it has been already said, 
that nearly 70% of the people of the country depend on agricul¬ 
ture. In these circumstances, the entire economy of the country 
must be unbalanced. 

Besides, there are inequalities in the distribution of India’s 
national income. Prof. K. T. Shah and Mr. Khambatta found in 
1924.that if there were one hundred rupees to be distributed 
among 100 persons, roughly Rs. 33 went to the share of one 
member of the rich classes; Rs. 33 would go to 33 persons of the 
middle classes and the remaining thirty-three rupees to 66 mem¬ 
bers of the working classe.s. The situation hj not much different 
«ven now. 

Till the Partition no systematic policy had been followed in 
the development of India. The Government realised that the 
resources of India were limited. They had to be allocated ac¬ 
cording to the urgency of needs. The Planning Commission, 
under the Presidentship of Mr. Nehru, was called upon to for¬ 
mulate a plan for this purpose. In their work, the Commission 
was faced by a large number of difficulties. For instance, the 
price-level was continuously rising. The balance of payments 
position was becoming very serious. The food problem was most 
acute. The Partition of the country had created deficits in eot- 
ton and jute. At the same time, the production of other primary 
commodities wa.s declining, while the population of the country 
was increa.sing at the rate of 45 lakhs a year. 

There is thus an urgent need to reorientate the economic 
life of the country in all directions. Even to build a small house 
we need a plan and a correct idea of our resources. To set the 
house of Indian economy in order, planning is absolutely essen¬ 
tial. 

Objective of Planning 

Our objective, as of other nations, is that “the citizen of 
democracy should be guaranteed as of right enough food to 
maintain him in health. He should be assured of minimum stan¬ 
dards of shelter and clothing. He should be given full and equal 
opportunities of education. He should have leisure and facili¬ 
ties for enjoying it. He should be secured against the risk of 
unemployment, ill-health and old age.”* To achieve this we 
need a well thought-out plan. A plan involves an organised 
effort to achieve ends laid down beforehand. It aims at develop¬ 
ing partially-developed or undeveloped resources. It aims at 
utilisation of all present resources and their correct allocation in- 
all competitive occupations. It works for a correct balance be* 

1. Sir J. P. SriTastava: Ai^ ef Pott-war Seeoiutruoiion. 
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tw»en demand and eupply so as to avoid the extremes of over- 
prodaction and shortage. It aims at assigning prioritini as be> 
tween different lines of prodnction, whether more gimi or more 
butter, whether steel should come first or cloth shonld get 
priority over luxury articles. The fundamental objective of 
planning is to accelerate economic development by bringing 
about optimum utilisation of resources, to reduce inequalities in 
wealth distribution and to remove imbalances in the economy. 
India launched its planning programme in 1950 with its First 
Five-Year Plan. 


First Five-Year Plan 

In the development programme of the public sector during 
the First Plan period, initially an outlay of Rs, 2,069 erores was 
proposed; it was later raised to Rs. 2,356 erores. But the aetual 
outlay was about Rs. 1,960 erores or 17% less than the revised 
target. 

Agri<*ultural development, along with irrigation and the 
generation of electric power, had the highest precedence during 
th(} First Plan period. The development of transport and com¬ 
munications also r(‘eeived high priority. This inevitably limited 
investment by the public authorities on industries. Industrial 
expansion in the First Plan period was, therefore, left largely 
to private initiative and resouret^. 

It will be seen that realisations by and large were in eon- 
formity with the proposaLs. The target for investment was 
Rs. 3,500 to Rs. 3,600 erores. Actually it was about Rs. 3,100 
erores, half of whieh was in the public* sector and half in the 
private sector. 

The First Five-Year Plan had a two-fold objective: Firstly, 
it aimed at correetiug the disequilibrium in the economy caused 
by the war and the Partition. Secondly, it proposed to initiate 
simultaneously a process of all-round balanced development 
which would ensure a rising national income and a steady im¬ 
provement in living standards. The economic situation at the 
commencement of the Plan was far from satisfactory. There 
were aeute shortages of food and raw materials. The transport 
system had been severely run down. Then there was the spe- 
eial problem of rehabilitation of the refugees. There were infla¬ 
tionary pressures within the economy, the wholesale price index 
being 450 (1939 — 100). There was little co-ordination between 
the different development projects. 

The Plan at first tried to present a co-ordinated view of the 
requirements of the economy and of the resonrCes available. It 
worked out a scheme of priorities in order to restore balance to 
the economy and to lay the foundations of orderly development. 

The overall results of the Plan were reflected in the increases 
in national income in the aggregate and in the major aeotoia. 
Ov<‘r the Plan period, the national income increased by about 
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17.5%. The net output of agriculture aud anciilar^ show* 
ed an increase of 14.7%, of mining, manufactures and small enter¬ 
prises an Increase of 18.2%, of commerce, transport and com¬ 
munication was 18.6% and that in other services 23.7%. • The 
per capita income over the Plan recorded an increase of 10.5%. 
“The First Five-Year Plan was instrumental in bringing about 
a marked improvement in levels of production, both in agricul¬ 
ture and in industry. It also initiated a number of structural 
apd institutional changes. The Plan has evoked widespread 
public interest and enthusiasm and there is a new and insistent 
urge for rapid development all over the country. Altogether, 
the First Plan was only an initial step. The problems of resour¬ 
ces mobilisation and of countering the Shortages and bottlenecks 
at various points which are associated with sustained develop¬ 
ment effort did not emerge fully in the period of the Plan. Both 
from the point of view of the stepping up of investment substan¬ 
tially and of keeping the various sectors of the economy moving 
together in balance, the real tasks, it could be said, ar<* yet 
ahead.” 


Second Five-Year Plan 

The Second Plan was an extension of the First Plan. The 
Second Five-Year Plan sought to build rural India, to lay the 
foundations of industrial progress and to secure to the greatest 
extent possible opportunities for the weaker and under-privileg¬ 
ed sections of our people and the balanced develo})uient of all 
parts of our country. The aim of the Second Plan was the esta¬ 
blishment of a socialistic pattern of society This means that 
the basic test for determining the lines of advance mus‘ not be 
private profit but soeial gain Economic development should 
result not only in an appreciable increase in national income and 
employment, but also in greater equality iu incomes and wealth. 
The socialistic pattern must enlarge opportunities for all, pro¬ 
mote enterprise among the disadvantaged classes and create a 
sense of partnership among all the sections of the community. 

With this end in view, the following principal objectives 
were laid down in the Second Plan:— 

(i) a sizeable increase in national income so as to raise the 
level of living in the country; 

(ii) rapid industrialisation with particular emphasis on 
the development of basic and heavy industries; 

I (iii) a large expansion of employment opportunities; and 

(iv) reduction of inequalities in income and wealth and a 
more even distribution of economic power. 

• As compared with the First Plan, the following points in the 
Second Plan are noteworthy: 

« 

X. The proposed development outlay of the tlentril and 
State Govetnmente amounted to Es. 4,800 crores over the |)ieriod 
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of the Seeond Plan, as compared with the target of Bs. 2,356 
crores and actual outlay of Rs. 1,960 crores uuder the First Plan. 
This did not include the contributions in cash or kind made by 
the people towards the execution of local development works. 

2. In absolute terms, the outlay showed a sizeable increase 
under all heads, compared to the First Plan. As a proportion 
of the total outlay, there was significant increase under the head 
Industry and Mining from 7.6 per cent in the First Plan to 18.5 
per cent in the Second. Transport and Communications also 
showed an increase from 23.6 per cent to 28.9 per cent. Agri- 
culture and Irrigation showed a decline from 33% to 21%. The 
relative shares of all the other groups showed a decline. 

3. The First Plan was formulated at a time of acute shor¬ 
tage of foodstuffs. Naturally top priority had to be given to 
agriculture. In the Second Plan, the agriculture got consider¬ 
able sums for development but the emphasis was on industry. 
The greatest emphasis was on basic industries, namely, cement, 
steel, fertilizers, coal, chemicals, electric equipment, etc. 

4. Another change was that the extent of investment by the 
private sector was comparatively less than in the First Plan. 
The share of the private sector in the First Plan was 50% of the 
total investment (Rs. 1,600 crores). It was l/3rd in the Second 
Plan (Rs. 2,100 crores). Private sector was mainly assigned con¬ 
sumer goodjs industries. 

5. In terms of basic factors, the First Plan had provided 
for 5 to 7% of national income as rate of investment. The 
Second Plan aimed at 10%. (Consequently, a somewhat higher 
capital intensity than in the First Plan was aimed at. Due to 
this, higher rate of capital productivity was assumed in the 
Second Plan than in the First. 

6. In terms of employment opportunities, the Second Plan 
laid stress on diversification of population to secondary and ter¬ 
tiary occupations and aimed at removing further pressure on 
agriculture. It also aimed at increasing production of consumer 
goods through encouragement of small-scale and cottage indus¬ 
tries, thus creating more employment opportunities. The aim 
was to provide employment to 8 million people in occupations 
other than agriculture. 

7. The emphasis on reduction of inequalities and develop¬ 
ment of socialistic pattern of society as well as stress on raising 
the level of backward groups and under-developed areas was an 
important difference in the two Plans. 

It would appear that national income was to increase from 
Rs. 10,800 crores in 1955-56 to about Rs. 13,480 crores in 1960-61 
(at constant prices), i.e., by about 25 per cent. This meant an 
increase of about 38 per cent in per capita income from Rs. 281 
in 1955-56 to Rs. 331 in 1960-61 as against an increase of 11 per 
cent over the First Plan period (from Rs. 253 to Rs. 281). The 
jtdiare of agriculture and allied puranits in total national income 



INDIAN ECONOMICS 


««4 

declined from 48 per cent in 1955-56 to 46 per cent in 1960-61, 
and that of mining and factory establishments increased corres¬ 
pondingly from 9 to 11 per cent It ii thb fact wMoh imderlhMS 
Ute na^ fcnr a oontinnlng emphasis on indnstrialisation during 
Bubseqi^t plan periods. 

Working of the Second Plan. Dr. John Matthai remark¬ 
ed that the Second Plan was modest looked at from the 
point of view of the requirements of our people but it was ambi¬ 
tious from the point of view of the available resources and the 
period within which it is to be implemented. According to 
World' Bank Mission that visited India in early 1960, “India's 
First Plan was mostly a piecing together of programmes and 
was completed with some success.” The Second Plan was “slight¬ 
ly over-ambitious and was fairly successful because of the veiy 
large assistance secured from friendly foreign countries.” It 
wa« said that the Second Plan was unrealistic in its development 
aims. The position of resources was also far from satisfactory; 
there were no appreciable savings in the budgets and there was 
too much reliance on deficit finance as well as foreign aid. It 
was also said that the plan did not seem to provide enough for 
transport which would become a bottleneck. The deficit in 
balance of payments was probably the most menacing threat to 
the success of the Plan. However, the critics were told that no 
substantial success could be achieved without aiming sufficiently 
high. 

The Plan was also attacked on the ground that it did not 
attach sufficient importance to agriculture. However, though a 
smaller percentage of the total amount was to be spent on agri¬ 
culture during the Second Plan-period, the actual amount is 
greater. 

In the third year of the Plan, it was becoming apparent that 
it was beyond our means. Expert opinion advised India to has¬ 
ten slowly. The Reserve Bank said in a monograph: “During 
the diffie^t phase that the development of the country is enter¬ 
ing, however, the claims of further expansion or investment in 
new directions have to be carefully balanced with those of the 
maintenance of the current economic activity.” The language 
is restrained but the meaning is clear. The World Bank was. 
more explicit. The two-man mission of, the bank that visited 
India in June 1957 said in its report: “The point has now. 
reached when India should concentrate on consolidating the in¬ 
vestment already in progress before embarking on any large, 

new undertaking_India has already heavily mortgaged on- 

her foreign exchange earning even before account is taken of 
additional loans that may be sought for completion of the Second, 

Five-Year Plan, and execution of the Third Plan_Plans, for 

future development must be based on realistic assessment of re* 
aources likely to be available particularly foreign exchabgc/’ 

The report continues: Not the least dangers to be guarded 
^alfainst in the present stage of development in pursuit 'of welfare 
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at the expense n£ effieienoj. A tendency in this direction has 
been reflected in the emphasis initially placed on welfare in the 
community development programme, in the lavish social amen* 
ities in the new Government factories, in the recent talks of intro¬ 
ducing a S3retem of unemployment insurance for production of 
cottage industries. Nor is it always realised that poljciea de¬ 
signed to protect interests of a-particular group may work in¬ 
directly to the disadvantage of the community as a whole. In 
particular, if industrial costs are overloaded with social over¬ 
heads, India will find it increasingly difficult to compete abroad 
and the resulting loss of exports may lead to the slowing down 
of investment. Experience of the past two years has revealed 
serious deficiencies in the organisation for planning at the Cen¬ 
tre, spending departments have not always been properly super¬ 
vised, and economic decisions at times have been unduly influ- 
(*need by pressure from “State Goverinncnls”. This indeed is a 
severe indictment. 

Th(‘ Indian economy showed sign of stress and strain during 
the first three years of the Plan. The resonrees were stretched 
to maximum to cope with the rising tempo of Plan outlay which 
was Rs 635 erores in 1956-57, Rs. 861 (wores in 1957-58 and 
Rs. 960 crore.s in 1958-59. It was estimated at Rs. 1,121 erores 
in 1959-60 and Rs. 1,174 erores in 1960-61. The Plan went into 
deep waters in its second year in 1957-58. The main diffieulty 
M'as of finance and acute shortage of foreign exchange 

In May 1958, the Planning Commission submitted a inemo- 
randnm on ‘Appraisal and Prospects of tlie Second Five-Year 
Plan’. The memorandum •-ays that fulfilment of a Plan of the 
magnitude of the Second Five-Year Plan “calls for an effort 
greater and more arduous than had bemi previously estimated, 
owing to unavoidable additional expenditures in directions not 
originally envisaged and increase in internal and external prices. 
If the goals now set out, which are well within the capacity of 
the country, are to be fully achieved, it is imperative that there 
shall be a marked intensification of the efforts to increase agri¬ 
cultural production and to mobilise the internal resoiirc<‘s of the 
country.’’ 

The rommission said that for com))leiing an outla> of 
R.S. 1,800 erores, the balance of resources required in tlie last t%vo 
years of the Plan was Rs. 2.344 erores, uhieh was just a little 
less than one-half of the five-year total This was no easy task, 
especially as deficit financing in the first two years had been 
heavy and had to be kept down to the minimum. Tlie resources 
available for the Plan were below ex])eetationK. 

In the light of available resonr(*i,'s, the Plan was divided into 
two parts: Part A involving a total outlay <<£ Rs, 4,500 o-ores 
and comprising core projects and Part B amounting to Rs. 300 
erores to be undertaken to the extent to which additional re¬ 
sources became available. The Commission, therefore, worked 
out revised allocations. It wa« proposed to allocate larger re- 
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sources in favour of agrieuftural production and to reduce some* 
what the allocations for animal hu^andry^ Jorests, soil conserva* 
tion and other heads. 

The difficulties were real and formidable. But foreign aid 
from friendly countries and the World Bank flowed in. The tax 
effort was also intensified. Non-essential and non-development 
expenditure was reduced to the minimum. We thus muddled 
through the Second Plan and confidently looked forward to the 
launching of the Third Plan. 

Decade of Planning (1950-61 to 1960-61). India completed 
quite successfully ten years of its planned economic develop¬ 
ment a't the end of the Second Plan in March 1961. The first two 
Plans mark the first phase in fulfilling the economic and social 
objectives of India’s planned development. During this decade 
there has been rapid expansion of the Indian economy. Also, 
outlines of the country’s future social and economic structure 
have been established. Besides, foundations have been laid for 
the achievements of the basic objects and the long-term economic 
goals set before the country. 

The First Plan sought to strengthen the economy at the 
base: (a) by repairing the damage caused by the war and the 
partition, (b) by providing certain essential and economic over¬ 
heads which would make rapid development possible, and (c) 
by establishing the basic social and economic policies for econo¬ 
mic development according to the Directive Principles of our 
Constitution. 

The Second Plan aimed at a large increase in production, in 
investment and in employment. It also sought to make the 
economy more dynamic in terms of economic as well as social 
ends. This it would do by the building up of basic industries 
and reorganisation of the rural economy through agrarian re¬ 
forms, community development and co-operation. The Second 
Plan placed emphasis on: (a) accelerating the growth of the 
national economy, (b) increasing employment opportunities, and 
(c) reducing disparities in income and wealth and preventing 
concentration of economic power. 

During five years of the First Plan, several projects which 
had been worked out earlier were taken up and integrated into 
a well-knit scheme of economic and social development embracing 
every part of the country. The First Plan aimed at building up 
the basis for more rapid economic and industrial advance in the 
future and for this purpose laid emphasis on agriculture, irriga¬ 
tion and power and transport. The First Plan also initiated 
some of the basic policies relating to social change and institu¬ 
tional reforms and these also were further developed in the 
Second Plan. 

The noteworthy achievements of the First Plan-were: (a) 
the reforms of antiquated land system which was hampe^g 
agricultural production, (b) setting up of a nation-wide agricTfl- 
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tural extension service as a part of a comprehensive communii^ 
development pro^amme, (c) revitalisation of the coHoperative 
movement, (d) expansion of irri^tion and power facilities on a 
large scale, (e) strengthening and improving the administrative 
structure of the country, (f) establishing a number of specialised 
institutions for providing credit to agricultural and small-scale 
industries, and (g) giving special facilities to the backward sec¬ 
tions of the population. In fact it was a planned elffort for 
achieving rapid economic growth as well as social justice. 

The Second Plan carried the basic policies initiated under 
the First Plan a step further and aimed at a large increase in in¬ 
vestment, production and employment. It laid special emphasis 
on the development of basic and heavy industries because mdus- 
trial development constitutes an essential element in the strategy 
for accelerating the development of the national economy over 
the next fifteen years or twenty years. The Plan also defined 
more clearly the key role that the public sector had to play in 
the economic development of the country. The Second Plan put 
before the nation a goal of the socialistic pattern of society. It 
set before itself the objectives of increasing employment oppor¬ 
tunities and reducing disparities in income and wealth and bring¬ 
ing abont more even distribution of economic power. 

As a result of the efforts made in these ten years of planning, 
there was a substantial increase in the rate of investment. The 
total investment, public and private, increased from Rs. 500 
erores per annum at the beginning of the First Plan to Es. 850 
crores at its end and reached the new level of about Rs. 1,600 
erores at the end of the Second Plan. At current prices, the 
total investment during these ten years was Rs, 10,110 erores, 
Rs. 5,210 crores in the public sector and Rs, 4,900 erores in the 
private sector. 

The total outlay in the public* sector can be distributed as 
under:— 


Distribution of Outlay 

(Ra. crorea) 


Firat Plan Second Plan 


Head 

Expendi¬ 

ture 

Percent¬ 

age 

Expendi¬ 

ture 

Percent' 

age 

Agrioalture and community deve- 

lopment 

Major and mediiun irrigation (in¬ 

291 

16 

630 

11 

cluding flood control) 

310 

16 

420 

9 

Power 

260 

13 

445 

10 

Village and small industries 

43 

2 

m 

4 

Industries and minerals 

74 

4 

900 

20 

Transport and oommunioations 
Social services and misoellaneous 

623 

27 

1,300 

28 

469 

23 

830 

18 

Total 

1,060 

110 

4.600 

100 
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The above table indicates changes in the emphasis in the two 
plans. In the First Plan, relatively greater stress was placed on 
programme designed to build up the agricultural potential of the 
country, i.e., on the programme of agriculture and irrigation 
which constituted 31% of the Plan outlay. In the Second Plan, 
howevrt’, greater emphasis was laid on the industrial develop¬ 
ment and the relative share of industry and minerals in .Teased 
from 4% to 20%, Transport and communication were given 
high priority in both the plans. Social services and miscellane¬ 
ous heads comprised 23% of the First Plan outlay and 18% of 
the Second Plan outlay. 

During these ten years, there has been uniform progress in 
the various (>conomie fields. During the First Plan owing to 
substantial progress in the agricultural sector, the national in¬ 
come increased by 18% as against the target of 12%. During 
the Second Plan, on the other hand, the increase in national 
income was 20% as against the target of 25%. 

Wo can notice overall progress during the decade. Basic 
fac.ilities like irrigation, power and transport which are essential 
for agricultural and industrial development have been greatly 
expanded. Valuable mineral deposits have been discovered. A 
number of projeot<t have been completed. Agricultural produc¬ 
tion has expanded by about 41% and outi)ut of foodgrains has 
gone up by 46%. The net output of organised manufacturing 
indastries as already mentioned, has nearly doubled by about 
Key industries, like steel, coal mining and heavy chemicals, have 
registered substantial inoroas{*. There has also been ranch ex¬ 
pansion of electric power generating capacity and considerable 
improvement in the expansion of the country’s trans])ort and 
eomraunieation system. There has been a general expansion of 
organwipd industries. The village and small industries have re¬ 
corded substantial development. 

During these ten y(‘ars, facilities for education and technical 
training have become much more widespread than before. The 
number of haspitals and dispensaries has siguificajitlv inci'cased 
and there has been general improvement in health i-onditions re¬ 
sulting in substantial increase in the survival rate. Increase in 
national income has been 42% over the last decade. But owing 
to the increasing population the inerea.se in income per capita 
has bei'ii only 16%. 

I’he following are the selected indicators of the growth of the 
Indian economy over the ten years of planned development. 


Four Seleeted Indicators of Growth 


Item 

Unit 

19S0-51 


J96Q-fil 

Percentage 
increaee tn 
im-6i 
over 

imM 

National inoonme at 
l-9€a-61 priooH 

Us. croreo 

10,240 

12,130 

14.500 

42 

Bopulation 

millions 

361 

807 

43S 

21 
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Pertseniitge 

in&rtamin 


Item 

Unit 

mo-51 

ms-se 

imej 

im-61 

over 

mo-61 

Per capita income at 
1960-61 prices 

Rs. 

284 

306 

• 

330 

16 

Index of agricultural 
production 

1949-50=100 

96 

117 

135 

41 

Foodgrains produc¬ 
tion 

million tons 

52-2 

65-8 

76-0 

46 

Nitrogenous ferti¬ 
lisers consumed 

000 tons of N 

."i.'i 

105 

230 

418 

Area irrigated (net 
total) 

million acri»s 


66-2 

70-0 

36 

Cooperative move¬ 
ment advances 1-0 
farmers 

Rs. crores 

22-9 

49-6 

200-0 

773 

Index of industrial 
production 

19r»0-51 = 100 

loo 

132 

194 

94 

Production of steel 
ingots 

million tons 

1-4 

1-7 

3-5 

150 

Aluminium 

000 tons 

.l-T 

7-3 

18-.') 

400 

Machine totils 
(graded) 

value in 

Rs. crorw 

o-;u 

0-78 

.i-.> 

1,518 

Sulphinic acid 

000 tons 

99 

164 

363 

267 

Petroleum products 

million tons 


3-6 

5 7 

, • 

Clothe 

Mill made 

million yards 

2,720 

.'>,012 

5,127 

38 

Khadi, handloom 
and poweriooin 

million yards 

s{»7 

1,773 

2,349 

162 

Total: 

million yards 

4.017 

6,875 

7.476 

62 

Minerals : iron ore 

million tons 

3-2 

4-3 

10-7 

234 

Coal 

million tons 

32-3 

38-4 

.')4-6 

69 

Exports 

Rs. crores 

624 

609 

645 

3 

Power : 

installed capacity 

million KW 

2 3 

3 1 

,1-7 

148- 

Railways : 
freight «*arriod 

million tons 

'll 

114-0 

1.14-0 

68 

Roods : 

surfaced including 
national highways 

000 miles 

9:-.> 

122-0 

144-0 

48 

Commercial vehicles 
on road 

000 numbers 

116 

1661 

310 

81 

Shipping 

Lakh GRT 

3*9 

4-8 

9-0 

131 

General educat ion : 
students in schools 

million numbers 

23-5 

31-3 

43-.1 

85 

Technical education : 
engineering and 
technology 

Degree level-intake 

000 numbers 

4-1 

5-9 

J8-9 

230 

Health: 

hospital beds 

000 numbers 

113 

125 

186 

65 

doctors (practis¬ 
ing) 

000 numbers 

56 

65 

70 

25 

Consumption levels: 
food 

calories per 
capita per day 

1,800 

1,950 

2,100 

17 

cloth 

yards per 
capita per 
annum 

9-2 

15-5 

16-6 

68 
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Progress made in the various aectors may now be briefly 
mentioned. 

Agriooltiire. Although there have been fluctuations from 
year to year, there was overall expansion all right. The average 
level of foodgrains production of about BO million tons in the pre¬ 
ceding decade was exceeded in the First Plan and amounted to 
over 76 million tons in 1950-51. There was also significant in¬ 
crease in the yield per acre. For example, in the case of rice, 
the yield went up from 694 lb. in the quinquennium 1946-47 to 
1950-51 to 727 lb. during the First Plan period and 807 lb. in the 
Second Plan period. The increase in production of major agri¬ 
cultural, commodities has been as follows: 

Produetloo of Major Crops 


Cropt, 

Unit 

mo 51 

1955-56 

1960-61 

Foodgrains (cereals and pulsesl 

million tons 

r» 2-2 

66-8 

72-0 

Oilseeds 

million tons 

6-1 

6-6 

71 

Sugarcane (gur) 

million tons 

fi-6 

6-0 

80 

Cotton 

million bales 

2-9 

4-0 

4 - 

Jute 

million bales 

3-3 

4*2 

40 


The total outlay on agriculture, community development and 
irrigation amounted to Bs. 1,551 crores during the decade. The 
net area irrigated is estimated to have increased from 51.5 mil¬ 
lion acres in 1950-51 to about 70 million acres in 1960-61. About 
four million acres were reclaimed by the end of 1960-61. Mecha¬ 
nical cultivation was extended to 0.5 million acres and land im¬ 
provement to about 1.5 million acres. Nearly 4,000 seed farms 
were established. Measures were also taken for the development 
cf livestock and fisheries, milk supply, vegetable and fruit cultiva¬ 
tion and afforestation. For instance, production of milk went up 
from 17 million tons to 22 million tons. 

Not only were the programmes for agricultural development 
formulated and implemented, but determined effort was also 
made to re-organise the structure. Measures in this connection 
included the abolition of intermediaries (such as zamindars and 
jagirdars), protection and improvement of tenancy rights and 
imposition of ceilings on land holdings. Consolidation of holdings 
was also intensified in the various States. Efforts were also 
made for ameliorating economic conditions of agricultural 
labourers. 

The most significant development in the agricultural sector 
was introduction of the extension services throughout the cotta- 
try as an integral part of the community development movement 
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and democratic decentralization of rural development work. At 
the end of the Second Plan, the community development move¬ 
ment covered about 370,000 villages and well over half of the 
country’s rural population. The co-operative movement also 
m^e considerable progress during the decade. The number of 
primary agricultural societies almost doubled. ' ^ 

Industry. The industry has also witnessed dufing the past 
decade striking development in terms both of the rate as well as 
pattern of industrial growth. The index number of industrial 
production recorded cumulative rate of expansion of about 7% 
per annum. Even more significant has been the direction of the 
expansion. During the First Plan, the aim was chiefly to en¬ 
courage the already existing factories to use their full capacity. 
Industrial production rose by 39%. It was possible in the Second 
Plan to take up in a large way the development of new indus¬ 
tries, especially the capital and producer goods industries which 
constitute the base of any programme for accelerated industrial 
growth, so that a self-reliant economy is established. The public 
sector was assigned a key role in the development of basic and 
heavy industries. Accordingly the total outlay on industries 
and minerals in the public sector amounted to Rs. 974 crores 
over the decade. Investment in the Second Plan period alone m 
the public sector came to 56% of the total investment in organis¬ 
ed ir^dustry, public and private. A major step forward was 
taken with the establishment of three new steel plants in the 
public sector and the expansion of the two units in the private 
sector. Another significant development has been the rapid 
growth of machine-building industries. India has now produced 
progressively increasing quantities of machine tools and machi¬ 
nery for use in agriculture, transport and industries. A large 
variety of electric equipment and scientific instruments are also 
now being produced in the country. Steps were also taken for 
the establishment of heavy machine-building plants. The total 
value of the various kinds of industrial machinery and capital 
goods produced was eleven times as much as in the beginning 
of the decade. There has also been modernisation and re-equip¬ 
ment of important industries, like cotton and jute textiles and 
sugar. Another achievement during the period has been the 
progress made in increasing the indigenous content of the indus¬ 
trial products manufactured in the country. There has also been 
considerable progress in consumer industries also. 

The Federation of Indian Chambers of Commerce and Indus¬ 
try claims that private enterprise was primarily responsible for 
the widespread growth of the organised industries in India dur¬ 
ing the first decade of planning. Total investment by the * pri¬ 
vate sector during the period has been put at Rs, 4,900 erores. 
Of this, investment in organised industries, mining and small 
industries was Rs. 1,400 crores or about 28 per cent. Besides an 
enormous expansion of consumer industries, the private sector 
ereated during the decade a nucleus of machine-building indus¬ 
try including equipment for textiles, sugar, tea processing. 
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cement, p&per, printing, industrial boilers and machine tools. 
All this was achieved despite several handicaps. Cumbersome 
licensing procedure, shortage of foreign exchange, scarcity of 
imported raw materials and machinery and transport and power 
bottlenechs proved obstinate impediments to industrial produc¬ 
tion in the private sector. 

The following table gives some idea of the progress made in 
the important producer and consumer goods. 


Produotion in Selected Industries 


ffem 

rn»t 

mo-sj 

mo-61 

Steel ingotR 

million tons 

i* 

3-6 

Aluminium 

000 tons 

37 

18-6 

Diesel engines 

00(i numliers 


40 

Eleotrif cables (AC8K « enejut tors) 

000 tons 

1-7 

22-0 

Nitrogenous fertilisers (m terms of N) (M>0 Ions 

0 

no 

Phosphatie fertilisers (in terms of 

P 3 O 5 ) 

out* tons 

0 

5.’) 

Sulphuric acid 

000 tons 

m 

303 

Cement 

mill mil tons 

21 

8.5 

Ootion textiles (mill made) 

million \ards 

.720 

ft, 127 

Sugar (relates to crop year, 

November ()< lobci 

million tons 

1 1 

3.0 

Paper and pajier board 

000 tons 

114 

350 

Bicycles (organiseil hwtoi onlv) 

(KH) nnmlieis 

101 

1 050 

Automobiles 

000 numbers 

16*.-. 

53.5 


The development ol village and small industries formed inte¬ 
gral part in an expanding national eeonomy from the very begin¬ 
ning of the programme oi eeoiioniie development. During the 
last ten years Rs, 218 erores were spent by the G(A’ernmeiit for 
the development of these industries. All-India Boards were set 
up for formulating, guiding and implementing eo ordinated pro¬ 
grammes for the development of small-scale industries, handloom 
industries, khadi, village industries, handh'rafts, ete. Industrial 
extension serviee was developed and small Industries Services 
Institutes were set up in every State. About 60 industrial estates, 
comprising over 1,000 small factories using power, were establish¬ 
ed. Special arrangements were made for the provision of techni¬ 
cal advice and raw material and supply of imjiorted and indigen¬ 
ous machines on hire-purchase terms. 

Power, Provision of adequate jiower is one of the basic re- 
quiremeaits in the development of both large and small-scale in¬ 
dustries. , Thus a number of hydro-electrie and thermal power 
projects were constructed during these ten years. The total pub¬ 
lic sector' investment in power amounted to Rs. 705 erores. The 
total installed capacity rose from 2,3 million kw. in 1^50 t« 5.7 
kw. in 1960-63. However, it fell substantially short of the target 
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of 6.9 million kw. This was due to foreign exchange difficulties. 
The total number of towns and villages electrified went up from 
3,687 in 1950-51 to 23,000 in 1960-61. 

Transport and Communication. Considerable improvement 
and expansion took place in the country’s transport system dur¬ 
ing the last decade. The total public sector outlay watf Ra. 1,823 
crores. The main task in the First Plan was the rehabilitation 
and replacement of rolling stock and fixed assets of the railways 
which had been subjected to severe strain on account of the wax 
and partition. During the Second Plan additional facilities were 
provided to meet the growing requirements of the agricultural 
and industrial sectors. There was also substantial expansion in 
road transport, shipping and air services. By 1955-56, 380 new 
railway lines were added and by 1960-61, 800 miles of new lines. 
The number of locomotives was 8,500 in 1950-51 and 9,200 in 
1955-56 and 10,600 in 1960-61. The surfaced roads increased 
from 97,500 miles in 1950-51 to 1,22,000 miles in 1955-56 and 
further to 1,44,000 miles in 1900-61 and the unsurfaced from 
1,51,000 in 1950-51 to 1,95,000 miles in 1955-56 and 2,50,000 miles 
in 1960-61. The shipping tonnage increased from 3.9 lakh GET 
in 1950-51 to 4.8 lakh GET in 1955-56 and 9 lakh GET in 1960-61. 

Social Services. The development of the human resources 
of the country through the provision of facilities for education, 
health and social welfare is one of the major objectives of plan¬ 
ned development. In the First Plan considerable importance 
w'as attached to social services. Altogether Es. 1,289 crores were 
spent during the decade. There was all-round development of 
education. The number of students in schools increased from 
23.5 millions in 1960-51 to as many as 43.5 millions in 1960-61— 
the increase of 85%. Tlie number of primary schools increased 
from 2,10,000 to 3,42,000. There was a smaller increase in high 
and higher secondary schools and in the number of universities 
and colleges. Special emi)hasijs was placed on developing faci¬ 
lities for technical education, which is the very basis of industrial 
•development. Facilities in existing institutions were expanded 
and improved and 51 new degree colleges and 110 polytechnics 
were opened during the last ten years. Technical training faci¬ 
lities were also provided in a number of industries e.stablished 
in the public sector. 

There was considerable expansion of health services. A 
large number of new hospitals and dispensaries, health units and 
maternity and child welfare centres were opened and special pro¬ 
grammes for water supply and sanitation and control of diseases 
were undertaken. In 1950-51 there were 860 medical institutions 
with about 1,13,000 beds, whereas in 1960-61 the number increas¬ 
ed to 1,260 institutions with 1,85,600 beds. In addition 2,800 pri¬ 
mary health centres were opened. The number of medical col¬ 
leges increased from 30 to 57. The entire population 'was cover¬ 
ed by the malaria eradication programme. In the First Plan, 
fjimily planning waa adopted as a public policy and by 1960-61 
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there were 549 urban centres and 1,100 rural centres engaged 
' in family planning services. Special welfare programmes were 
undertaken for scheduled tribes, Harijans and other backward 
classes. The relief and rehabilitation of displaced persons from 
Pakistan was a major undertaking during the First and Second 
Plans. "Kie total outlay on rehabilitation under the Second Plan 
amounted to Bs. 168 crores. During these ten years, additional 
employment opportunities were created to absorb the unemploy¬ 
ed persons. But increase in population has accentuated the pro¬ 
blem of unemployment. In spite of expansion of employment 
opportunities, the backlog of unemployment was estimated at 
about 9 millions at the end of the Second Plan. 

OoncluBion. Prom this brief survey of the development 
work done during the last ten years, “it will be seen that the 
country has made considerable progress in every branch of 
national life. It experienced, no doubt, at the same time, stresses 
and strains. These are the growth-pains of an economy strug¬ 
gling to find its way out of deep-rooted poverty and the economic 
stagnation of centuries. In every direction new grounds have 
been broken and valuable experience gained. There still exist 
many weaknesses in the economic and social structure of the 
country. The country’s potential for development still is far 
from being realised. Yet all these are a part of an inspiring 
period in the nation’s history—a story of continuous endeavour 
reaching into the far corners of the land and drawing within its 
fold all sections of the people.” There is no doubt that Indian 
economy is no longer stagnant, but it must be admitted that the 
rate of the progress has not been very satisfactory. A great 
deal of growth potential has been created which will yield divi¬ 
dends later. The investment programmes have been directed 
more towards creating capacity than accelerating immediate pro¬ 
duction. There has been only a marginal increase in the stan¬ 
dard of living. 



XXXVI 


Second Decade of Planjiing 
and Development 

(1960-61 to 1970-71) 


Third Five-Year Plan (1960-61—1966-66) 

Before we give the aims and outlays of the Third Five-Year 
Plan, it is necessary to remind the readers that the objective of 
planned development is not only to increase production and at¬ 
tain higher level of living. The object is also to secure the 
social and economic order based on the values of freedom and 
democracy in which justice, social, economic and political, shall 
inform all the institutions of the national life. In defining the 
objectives, priority and targets for the Third Five-Year Plan 
the determining considerations are the social objectives, the re¬ 
quirements of the economy, the perspective of the long-term 
development and the actual progress achieved during the first 
two Plans. The principal aim of the Third Plan is to secure a 
marked advance towards self-sustaining growth. Basically the 
self-sustaining growth implies that savings and investment in 
the economy rise sufficiently to secure a high rate of growth of 
income on a continuing basis. 

The principal aims of the Third Plan have been laid down 
as under:— 

(1) to secure an increase in national income of over 5% per 
annum, the pattern of investment being designed also to sustain 
this rate of growth during subsequent Plan periods; 

(2) to achieve self-sufficiency in foodgrains and increase 
agricultural production to meet the requirements of industry and 
exports; 

(3) to expand basic industries like steel, chemical industries, 
fuel and power and establish machine-building capacity, so that 
the requirements of further industrialisation can be met within 
a period of ten years or so mainly from the country’s own re- 
sources; 
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(4) to utilise to the fullest possible extent the manpower re¬ 
sources of the country and to ensure a substantial expansion in 
«anployUient opportunities; and 

(5) to establish progressively greater equality of opportun¬ 
ity and to bring about reduction in disparities in income and 
wealth and a more even distribution of economic power. 

The period of the Third Plan represents the first stage of a 
decade or more of intensive development leading to a self-reliant 
and self-generating economy. The first two Plans have already 
laid the foundations for rapid economic growth. India’s econo¬ 
my is now iJhich larger in size and in the range of its operations. 
It has also become more dynamic and more complex. In all 
directions there are large and growing demands to be met. Thus 
the Third Plan will call for the maximum rate of investment that 
can be achieved. 

The Third Plan represents in some respects the wider view 
of the problems and development and calls both for more inten¬ 
sive effort and a greater sense of urgency. In particular, the 
Third Plan will be directed towards strengthening the agricul¬ 
tural economy, developing industry, power and transport and 
communication and hastening the progress of industrial and 
technological change. It is thus calculated to achieve marked 
progress towards equality of opportunity and the socialistic pat¬ 
tern of society and provide employment for the entire addition 
to the labour force. 

It has been realised that there is need to mobilize the domes¬ 
tic resources of the country to the greatest extent possible. Por 
achieving a cumulative rate of growth of over 5% pj‘r anjium, 
it will be necessary to undertake net investment of the expendi¬ 
ture of more than 14% of the national income as compared to 
the present level of about 11.5%. This will need the raising of 
the rate of domestic savings from about 8.5% to about 11.5% 
by the end of Third Plan. Domewtic resources will have to be sup¬ 
plemented in substantial measures by external assistance. 

The few selected targets of the Third Plan are given in the 
table below:— 

Selected targets 


Item 

. 1 

Unit 

2 

mo -61 

im-66 

4 

Pereentaqe 
inerMHB in 
1960 61 
OVetr 
1960-61 

u 

Index number of agrioultur&l 


' 



pmiluotion 

]94d-50«100 

13fi 

176 

30 

Eoodgraine production 

million tone 

76 

100. 

' 32 

mtivgenous •/etiiliaere con- 





euzned 

000 tons of N 

230 

1000 

3#6 
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1 

2 

3 

4 

6 

Area irrigated (net total) 

million acres 

70 

90 

29 

Oooperative movement ad¬ 
vances to farmers 

Rs. crores 

200 

530 

165 

Jndex number of industrial 
production 

1950-51-=100 

194 

329 

70 

Produotlon: 

Steel ingots 

million tons 

35 

9-2 

163 

Aluminium 

000 tons 

18-5 

80 

332 

Machine tools (graded) 

value in Rs. ciores 


30.0 

445 

Sulphuric acid 

000 tons 

363-7 

1500 

313 

Petroleum products 

million tons 

5-7 

9-9 

70 

Oloth : 

-Mill-made 

million yards 

5127 

5800 

1.3 

Handloom, poworloom and 
Khadi 

million yards 

2349 

3500 

49 

Total 

million yards 

7470 

9300 

24 

Minerals : 

Iron ore 

million tons 

10-7 

30-0 

180 

•Coal 

million tons 

r»4-o 

97-0 

76 

Exports 

Ks. crores 

64.5 

850 

32 

Power : installed capacity 

million KW 

5-7 

12-7 

123 

Kail way freight carried 

million tons 

154 

245 

59 

Koad transport : commercial 
vehicles on roads 

000 numbers 

210 

30.1 

74 

Shipping : tonnage 

lakh GKT 

9-0 

10-9 

21 

'General education (students 
in schools) 

million numbers 

43-5 

63-9 

47 

Technical education: 

Engineering and technology 
degree level intake 

000 numbers 

13-9 

19-1 

37 

Health: 

Hospital beds 

000 numbers 

180 

240 

29 

Doctors practising 

000 numbers 

70 

81 

16 

'Consumption levels : 

Food 

calories per 
capita per day 

2100 

2300 

10 

Cloth 

yards per capita 
per annum 

15-5 

17-2 

• 

11 

Financial Provisions 

. The estimate 

of the 

financial 

resour- 


«es in the Third Plan in the public sector has been placed at 
Bs. 7,500 crores. Of this investment is estimated at Rs. 6,300 
-crores and current outlay representing expenditure‘pn staff, sub¬ 
sidies, etc., at Ks. 1,200 crores. The Plan includes Outlays not 
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only by the public sector of Es. 6,300 crores but also investment 
by the private sector estimated at Rs, 4,100 crores. The break-ui> 
of these investments is shown in the following tabic: 

Investment In Second and Third Plans 

{JRs. crone)' 


Second Plan 


Thitd Plan 


Head 

Pulilic 

Prt- 

Total 

per- 

Public 

Pii- 

Total 

Per- 

- . - _ „ ^ ^ ___ ^ 


vote 


lent 

age 


vote 


cent- 

age 

Agriculture and com- 

munity development 

210 

02.' 

S3 3 

12 

660 

800 

1400 

14 

Major and medium irri- 

gation 

420 

* 

420 

0 

650 


650 

6 

Power 

44.'> 

40 

485 

7 

1012 

.30 

1002 

10* 

Organised industry and 

mmernls 

H70 

675 

1345 

23 

1520 

1050 

2570 

25 

Village and small mdus- 

tries 

90 

175 

205 

4 

950 

27.3 

42,3 

4 

Transport and communi- 

cations 

127.'> 

135 

1410 

21 

1486 

2.30 

1736 

17 

Social sorvices and mis- 

oellaneous 

340 

950 

1290 

19 

622 

1073 

1697 

16 

Inventories 

... 

.300 

500 

8 

200 

000 

800 

8 

Total 

.3650 

SlOGf 

0760 

100 

6300 

4 loot 10400 

100 


• Included under agriculture and community development 
f Excludes transfers from public to private st'ctor. 


The level of investment, public and private sectors, was expect¬ 
ed to rise from about Rs. 1,600 crores in tlie last year of the Second 
Plan to about Rs. 2,600 crores at the end of the Third Plan. Cor¬ 
responding increase in the public sector alone is Rs. 800 crorea. 
ami Rs. 1,700 crores. The foreign exchange requirement has. 
been estimated at Rs. 2,030 crores. Of the programme included 
in the public sector, the plans of States account for Rs, 3,847 
crores and of Union territories Rs. 175 erores. 

Wc briefly mention here the programmes for the Third Plan. • 
prepared for the various sectors of the Indian economy. 

Agricnlture. The first priority in the Third Plan necessarily 
belongs to agriculture, since experience has shown that the ratfr 
of growth in agricultural production is one of the main limiting- 
factor.s in the progress of the Indian economy. The rural econo¬ 
my is tb be diversified and the proportion of the population de- 
]>endent on agriculture grj^auaUy diminished. The guiding con¬ 
sideration is that whatever 'is physically practicable should be 
made financially possible. 

Pro^j^rammes for agriculture, irrigation and community deve¬ 
lopment included A the Third Plan entail total outlay of Rs, 
crores Us compared to4stimated expenditure of Rs. P50 crorcs in 
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the Second Plan. These programmes aim at nearly doabling Ibe 
rate of growth of agricultural production over the next five 
years. Production of foodgrains is expected to rise by and 
of other crops by 31%. 

To achieve this high rate of growth, intensive ofiorls will be 
made in several directions-. (1) The programme of irrigation, 
comprising major, minor and medium irrigation schemes, will ex¬ 
tend irrigation to about 20 million acres, raising the net irrigated 
area to about 90 million acres. (2) Dry fanning techniques are 
to be introduced on about 22 million acres and soil conservation 
measures over an area of about 11 million acres. (3) Consump¬ 
tion of fertilizers is to be stepped up^—the five-fold increase being 
aimed at in nitrogenous fertilizers. The area under green manures 
is to be increased from 11.8 million acres to 41 million acres. Plant 
protection measures are to be undertaken over an additional area 
of 50 million acres. (4) Special efforts are to be made to intro¬ 
duce modern technology in rural areas through a large-scale pro¬ 
gramme for improved agricultural implements and machines. 
(5) Extension of the community development programme to 
the entire rural area by October 19(53, thus bringing technical 
assistance and supplies within reach of all the farmers in the 
country. Membership of service co-operatives is expected to in¬ 
crease to about 37 million, i.e., about 2/3rds of all agricultural 
familie.s. Considerable expansion of co-operation credit is aim¬ 
ed at, the target being Rs. 530 crorcs of short and medium-term 
advance and Ks. 150 crores of long-term credit. (6) Selected dis¬ 
tricts which have particular favourable agricultural facilities and 
assured rainfall will be put under intensive development pro¬ 
gramme for stepping up agricultural production. 

With the achievement of the agricultural targets, it is hoped 
that the economy will become self-sufficient in the supply of 
foodgrains and per ca])ita availability will go up from 16 oz. per 
day in 1960-61 to 17.5 oz. per day in 1963-66. The per capita 
consumption of cloth per annum will go up from 15.5 yards in 
1960-61 to 17.2 yards in 1965-66. Production of subsidiary foods 
like fruit and vegetable will be given special attention. Big pro¬ 
grammes for the improvement of animal husbandry, dairying, 
fisheries and forestry have also been included in the Third Plan. 
The number of veterinary hospitals and dispensaries will be rais¬ 
ed from 4,000 to 8,000. Of the key village blocks already esta¬ 
blished 55 will be expanded and 38 new blocks will be set up. 
The production of milk will be increased from 22 million tons to 
23 million tons. The production of fish will be stepped up from 
1.4 million tons to 1.8 million tons.« There will thus be an all¬ 
round increase. . • 

Sldustries. In the Third Plan, as in the Second, the'deve¬ 
lopment of basic industries such as ^ steel, fuel and power and 
machine-building and chemical industries is fundamental to rapid 
economic growth. Programmes for industrial development have 
been drawn up from the point of view of uie needs and i^iotities 
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of the economy as a whole, the public sector and the private sec* 
tor being considered together. However, while the private 
sector will have the large contribution to make, the role of the 
public sector in the development of the economy will be even 
more dominant. The Third Plan will also carry further the 
present,efforts of building up small industries as a vital segment, 
in the industrial structure by promoting greater integration be¬ 
tween large-scale and small-scale industries. 

In the Third Plan the programme for expansion of industries, 
especially capital and producer goods industries, is of basic im¬ 
portance. Special emphasis will be laid on machine-building 
and development of managerial skill, technical know-how and 
designing capacity. In this programme the public sector has 
been assigned a key role. But the private sector is also expected 
to play ^ important role within the framework of the plan. 
The emphasis throughout the Third Plan is on the development 
of this industry which will help to make the economy self-sustain¬ 
ing such as steel, machine-building and the manufacture of pro¬ 
ducer goods. The object is to reduce as rapidly as possible the 
need for external assistance to produce these goods. The pro¬ 
duction of consumer goods will be expanded substantially, main¬ 
ly in the private sector. 

As a result of these developments it is expected that the in¬ 
dustrial production as a whole will rise by nearly 70%. In thv‘ 
public sector, the steel plants at Rourkela, Bhilai and Durgapur 
will be expanded and also the fourth steel plant will be set up 
at Bokaro. The most significant development will bo the rapid 
growth of machine-building and engiueeriag industry. The heavy 
machinery plant is being set up near Ranchi. Three heavy elec¬ 
trical equipment projects have been planned. The target for 
machine tools products in the private sector has been put up at 
Rs. 30 crores. The target for the automobile industry has been 
placed at 30,000 passenger cars and 60,000 commercial vehicles. 
Production of inorganic fertiliser in terms of nitrogen will be step¬ 
ped up from about 110,000 tons to 800,000 tons. 

The following are some of the selected targets of industrial 
products: 


Selected Targets of Industrial Production 


iHm 

1 

Unit 

2 

1960-61 

3 

1965-66 

4 

Steel ingots 

million tons 

3*6 

9-2 

Aluminium 

000 tons 

18-5 

80 

Diesel engines 

000 numbers 

40 

66 

Tractors 

000 numbers 

2 

10 

Electric cables (ACSH conductors) 

000 tcffiis 

22 

44 

Nitrogenous foitUisers 

000 tons of N 

no 

300 

Phosphatic fotiilisers 

000 tons of PjO, 

65 

400 

Sulphuric acid 

000 tons 

363 

1600 


# 
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1 

Caustic soda 
Cement 

Petroleum products 
Mewhine tools (graded) 

Ball and roller bearings 
Cotton textiles (mill-made) 

Sugar 

Paper and paper board 
Bicycles (organised sector only) 
Sewing machines (organised sector 
only) 

Automobiles 


2 

000 tons 
million tons 
millicsis 

value in Rs* lakhs 
million numbers 
million yards 
million tons 
000 tons 
000 numbers 

000 numbers 
000 numbei a 


3 

100 

8-6 

5-7 

560 

2- 9 
6127 

3- 0 
350 

1050 

297 

53-5 


4 

340 

18 

9-9 

3000 

14 

5800 

3*5 

700 

2000 

700 

100 


There will also be an intensified programme of mineral deve¬ 
lopment. The target for eoal has been fixed at 97 million tons and 
the target for iron ore at 32 million tons. The highest prior’ty has 
been given to the exploration and exploitation of mineral oil re¬ 
sources in the country. 

Development of village and small industries will be given 
special attention in order to provide emifioyment and to increase 
production of consumer goods and some producer goods. The 
total provision for Rs. 264 crores is being made in the public sec¬ 
tor in the programme" for village and small-scale industries as 
against about Rs. 175 crores spent in the Second Plan. Addition¬ 
al funds will be available from community development pro¬ 
grammes and programmes for rehabilitation of displaced pe>’'«cn5, 
social welfare, etc. Investment in the private sector is estimated 
at about Rs. 275 crores. Tlie (Jovernment will guarantee bank 
loans to small industries. Three hundred new industrial estates 
will be established as against 120 sanctioned during the Second 
Plan. Rural industrial estates will be set up in selected rural 
areas. The production of cloth by handloom and powerloom and 
khadi is expected to increase from 2,350 million yards in 1960*61 
to 3,500 million yards in 1965-1966. 

Power. Since power is the basis for the development of in¬ 
dustries, both large and small, a high priority has been given to 
production of power in the Third Plan. The total provision of 
Rs. 1,089 crores has been made for power development, both in 
the public and private sectors. By the end of the Third Plan, the 
generating capacity is expected to be of the order of 13.4 million 
kw. as against 5.7 million kw. at the end of the Second Plan. The 
number of towns and villages electrified will be increased from 
23,000 in 1960-61 to 43,000 in 1965-66, It is expected that* practi¬ 
cally all towns and villages with population exceeding 5,000 and 
half of this with population between 2,000 and 5,000 will recHve 
the benefit of electricity. A nuclear power station of 0.3 million 
kw. capacity will be set up. 

Tranfport and Oonununioations, There is no doubt that 
transport and communications have a bey role to play in the 
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economic development of the country. The railway develop¬ 
ment programme provides for construction of 1,200 miles of new 
lines and doubling of 1,6(K) miles of single track and manufac¬ 
ture of diesel and electric locomotives. The road development 
programme provides for the addition of about 25,000 miles of 
surfaced' road and also for improvement of the existing roewi 
system. The road mileage will thus go up from 144,000 miles 
to 169,000. The plan also includes programmes for development 
of major and minor ports and for expansion of shipping, inland 
water transport, civil air transport, posts and telegraphs and 
broadcasting services. 

The targets to be achieved are given below: 

Transport and Communieatlons 


Item 

Unit 

1960-61 

1966-66 

Railways: 

new lines 

miles 

soo 

1,200 

new double lines 

miles 

1,300 

1,600 

freight carried 

million tons 

154 

245 

Roads and road transport: 

surfaced roads including 

national highways 

000 miles 

144 

169 

Vehicles on road: 

commercial 

000 numbers 

210 

365 

passenger 

000 numbers 

.50 

80 

goods 

000 numbers 

160 

286 

Shipping: 

tonnage 

lakh G.R.T. 

9.0 

10 9 

Ports : 

major ports —capacity 

million tons 

37 

94 

Conmunleations; 

post offices 

000 numbers 

77 

94 

telegraph offices 

000 numbers 

6*0 

8-5 

telephone connections 

000 numbers 

460 

660 


Social Services. Considerable emphasis is also given in the 
Third Plan on the development of education and social services. 
They are essential for ensuring a fair balance between economic 
and social developments apd equally for realising the economic 
aims of the Plan. Some of the programmes included in the Plan 
for social services are directly linked with economic develop¬ 
ment, such as scientific research, technical education and training, 
etc. 

The Third Plan will give special stimulus to scientific re¬ 
search, especially in the field having a close bearing on industrial 
apd a^ieultural development. New institutions for research in 
fields like petroleum, technology and for the development of pro- 
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duction of scientific instruments will be set up. Provision will 
also be made for expanding facilities for basic research in universi¬ 
ties and technical institutions. Facilities for technical education and 
training will be substantially extended. Admission to engineer¬ 
ing colleges will be increased from 13,860 to 19,140 and to poly¬ 
technics from 25,570 to 37,390. The capacity of four* existing 
Central training institutes will be doubled and three new insti¬ 
tutes will be set up. The total outturn of teachers of these insti¬ 
tutions is expected to rise to about 8,000. The intake eai)acity 
of agricultural colleges will be increased from 4,000 to 6,200 and 
engineering colleges from 1,300 to 1.460. About 59,000 additional 
personnel have to be trained in the Third Plan as Block Develop¬ 
ment Officers, Extension Officers in agriculture, animal husban¬ 
dry, co-operation, panchayats, etc. The outstanding feature of 
the plan will be to give free and com])ulhory education in the 
age-group 6-11 years. It is estimated that the proportion of 
school children to the total children will go up from 61% to 76% 
in this age-group. The total number of students in schools will 
go up from 43.5 millions in 1960-61 to 63.9 millions in 1965-66. 
The number of students in universities is expected to go up from 
9 lakhs to 13 lakhs, the most important feature will be tlie provi¬ 
sion of large number of scholarships to enable bright young 
students to complete their education. 

In the field of health services, the number of primary health 
ventres will be increased from 2,800 to 5,000 and hospital beds 
from 1,85,600 to 2,40,100. Tlie number of practising doctors is 
expected to go up from 70,000 to 81,000 and nurses from 27,000 
to 45,000. A high i)riority has been given to family planning pro¬ 
grammes. These programmes provide for: (a) education and 
motivation for family planning, (b) provision of services, (c) 
training, (d) supplies, and (c) research. 

The aim is also to provide three principal amenities to the 
rural areas, namely, supply of drinking water, roads linking each 
village to the nearest main road and provision of village school 
building. The Third Plan will also give financial assistance for 
the housing of industrial workers and low income groups, slum 
-clearance and improvement of land acquisition development. A 
higher priority has been assigned to the child welfare services. 
The programmes for tlie social services and miscellaneous are ex¬ 
pected to cost Rs. 1,526 crorcs. 

The programmes included in the Third Plan are expected to 
provide employment for about 14 million people. But as a result 
of sharp increase in population* the number of new entrants to 
the labour force during the Third Plan period is estimated at 17 
millions. It is, therefore, necessary to mcrea.se employment op¬ 
portunities still farther. ' * 

It has been estimated that if all the programmes included in 
the Plan are completed in time, national income (at 1960-61 
prices) will go up' by 30%. On the basis of the present popula- 
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tion, per capita incorae will rise from about Rs. 330 in 1960-61 
to about Rs. 385 at the end of the Third Plan. 

Financial Resources. The scheme of financing the public- 
sector together with the financing of the Second Plan is given, 
below:— , 


Financial Rfsourcen 

(Estimates for tbe Second and the Third Plans) 


{Rb. crorea) 


* 

Item 

Second Plan Ebtimaitd Third Plan 



as initially now 

\esiimated 


1. 

Balance from current revenues 
(excluding additional taxation) 

3/iO 

.60 

560 

2. 

Contribution of Railways 

] .‘>0 

160 (a) 

100 

3. 

Surpluses of other public entei- 
prisos 

{b) 

ib) 

450* 

4. 

Loans from the pulilic (net) 

700 

780 (c) 

800 


Small savings (net) 

.*)00 

400 

600 

6. 

Provident funds (not) -v 

St«el equalisation fund (net) 1 


J70 

265 

7. 




8. 

Balance of miscellaneous capital re- r 

• 250 

38 

106 


oeipts over non-pi an disbursements J 


22 

170 

9. 

Total of 1 to 8 

1960 

1510 

3040- 

10. 

Additional taxation including mea¬ 





sures to increase the surpluses of 
public enterprises 

4.60 (d) 

1062 

1710 

11. 

Budgetary receipts corresponding to 
external assistance 

800 

1090(c) 

2200 

J2. 

Deficit financing 

1200 

948 

650 


Total 

4800 

4600 

7600 


In the course of the Third Plan the nation set out to achieve 
as much in five years as was realised in the ten years of the First 
and Second Plans. The task is large in magnitude, urgency and' 
of the great significance for the present and the future.... its 
success depends upon the variety of factors on widespread under¬ 
standing of the challenge and the burdens of developmcjit, on 
the release of new productive forces and increasing application^ 
of the modern science and technology changes in outlook and 
motivation, and finally on climate of confidence that rapid econo¬ 
mic development is the means both to social justice and to wider 
economic opportiinities. These are among the principal condi¬ 
tions for achieving fully the advance envisaged in the Third. 
Five-Year Plan. 
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Progress of the TIM PW 

The completion of the Second Five-Year Plan gave India a 
sense of confidence in her economic destiny. The Third Five- 
Year Plan was therefore launched with trumpeting and with, 
hopeful anticipations. The World Bank announced in June 1961 
that for the first two years of the Plan loans to the estent of 
$2,268 million (nearly Rs. 1,100 crores) would be made available- 
by it and the six nations forming the ‘Aid India Club’. This is 
.said to be the largest foreign aid commitment since the Marshall 
Plan and a landmark in the history of co-operative aid on the 
part of developed countries to underdeveloped countries. This^ 
appeared to be a happy augury for the success of the Third 
Plan. 

But the things turned to be otherwise, at any rate when the 
I'lan had gone half way. As in the case of the Second Plan, the 
Third Plan too ran into <lifficulties arising out of adverse wea¬ 
ther, financial difficultie.s, shortage of foreign exchange and 
transport bottlenecks. As a consequence, the mid-term appraisal 
of the Plan has revealed shortfalls in several sectors of produc¬ 
tion, chiefly in agriculture, a continuing rise in the prices of 
ci'.sential articles, a serious balancc-of-payments position, sluggish 
stock and capital markets and a worsening nnemploymeut situa¬ 
tion. The actual performance of the Plan has been rather dis¬ 
appointing. While in the aggregate it has met with .some degree 
of success in certain directions, the i>aee of progress hajs not 
been fast enongh at least in view of the ground to be covered 
in the entire five-year period. 

The annual rate of increase in the national ineoine in the 
first two years at 2.5% is just half of the 5% envisaged in the 
Plan. Thus the first half of the Plan lias been a period of slow 
economic growth. At this rate, the national income ha^ barely 
kept pace with the increase in population which means that the 
per capita income has practically remained where it was. In 
order to achieve the target of national income, the annual rate 
of increase in the la.st three years will have to be nearly 8f( 
which is even higher than what is considered possible for the 
Fourth Plan. This means that there is little hope of achieving 
this target. The main reason for the disappointing rate of 
growth of national income is the setback in agriculture which is. 
the largest proportio7mle contributor in India to national income. 
Agricultural production was anticipated to increase on average 
annually by 5%. As against this, it actually rose by 17o in 1961- 
62 and then declined by over in 1962-63 so that the index 
of agricultural production was lower in 1962-63 than in the last, 
year of the Second Plan. 

The performance of another major sector, viz., the indus¬ 
trial sector, too did not keep pace witfi the Plan expectations.. 
As agaihst the anticipated average "annual growth rate-of 11*%,. 

1. Bee Sconomio WeeMn, December 14 and 21, 1963, for mid-tormv 
appraisal. 
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industrial production rose by 6.5% and 8.0% respectively in the 
first two years of the Plan. The shortfalls have occurred in the 
very industries which are of crucial importance, e.g., iron and 
steel, aluminium, machine tools, heavy chemicals, etc. This is 
going to affect the subsequent plans. The Fourth Plan will start 
with poorer equipment than what is visualised in the long-term * 
perspective plan. 

Plan outlays of the Central and State Governments had risen 
progressively from Rs. 1,100 crores in 1961-62, to Rs. 1,400 crores 
in 1962-63, to Rs. 1,700 crores in 1963-64 and to Rs. 1,984 Crores 
in 1964-65, The annual outlay for the State plans which original¬ 
ly stood at Rs. 692 crores has been raised to Rs, 750 crores. The 
Plan outlay for 1964-65 is likely to be Rs. 850 crores. The total 
outlay of the Centre and the States during the first three years 
1961-64 was estimated at about Rs. 4,200 crores or about 56% of 
the five-year provision. Considering the availability of financial 
resources, it may be hoped that the targets of financial outlay 
will be broadly achieved both in the public and private sectors. 
Over the five-year period as a whole, the total outlay in the pub¬ 
lic sector might approximate to Rs. 8,000 crores as against 
Rs. 7,500 crores originally envisaged in the Plan. The tax effort 
at the Centre has already exceeded the target. The aggregate 
yield from additional taxation in the first three years of the Plan 
is estimated at Rs. 1,900 crores against a target of Rs. 1,100 
orores. But in the States, the tax measures of the Plan are ex¬ 
pected to yield Rs. 425 crores over the entire plan period against 
a target of Rs. 610 crores rendering it difficult for the States to 
implement their plans. But taking the Centre and Slates to¬ 
gether, the yield from additional taxation is likely to exceed the 
Plan target by about Rs. 700 crores. The realisation from mar¬ 
ket loans and provident funds and railway contribution is expect¬ 
ed to be better than anticipated. The overall resources position 
according to present indications is likely to show marginal im¬ 
provement over the original Plan estimates. But the improve¬ 
ment would be more than offset by the deterioration under the 
item ‘Balance from Current Revenues’, because of tlie stepping- 
up in defence outlays and inevitable increases tinder other non¬ 
plan expenditure. The target of deficit financing has already 
been exceeded. In the first three years, deficit financing by the 
Centre is expected to amount to Rs. 624 crores as against the 
Plan estimate of Rs. 550 crores for Centre and States together 
over the five years. The Mid-term Appraisal thus summarises 
the resources position: “On the assumption that external assis¬ 
tance on the scale required would be forthcoming, that every 
effort would be made to realise the Plan estimate in respect of 
•small savings and that it would be possible to avoid further signi¬ 
ficant increases in non-Plan expenditure, the overall resources 
position for the five-year period should, on present indications, 
.show a marginal improvement over the estimate indicated iii 
tthe Plan”. 

But the rise in prices has upset the investment-output ratio,/ 
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The investment may go np to Rs. 8,000 crorea instead of Rs. 7,500 
crores, but the achievement of financial target may not mean 
the achievement of physical targets, e.g., targets of agricultural 
and industrial production. Since April 1962, the trend of prices 
has been upward. The price rise which was about 3% in 1962-63 
gathered momentum in 1963-64, the increase in general index 
between April and September being no less than 8%, The rise 
in prices has widened the gap between investment and produc¬ 
tion. In real terms, therefore, the Plan outlay is lower today 
than when the Plan was formulated. This explains the non-reali¬ 
sation of the Plan targets. The cost estimates have proved to be 
rather optimistic. 

India’s record of economic progress compares very unfavour¬ 
ably with the rate of growth in other, even underdeveloped, 
countries. Our rate of increase in industrial production f3% in 
a year) compares unfavourably with 5% or more achieved by 25 
of the 31 underdeveloped countries included in the tJ.N. World 
Economic Survey for 1961. Judged in terms of performance 
rather than in terms of outlay, the Plan is lagging behind in a 
number of crucial sectors. Agricultural production has been 
halting. The rate of growth of industrial production has declin¬ 
ed and may remain slow on account of the further import curbs 
that have been imposed. A uiimber of key projects are running 
behind schedule. The main obstacles are inadequacy of foreign 
exchange, non-availability of people with technical and mana¬ 
gerial skill, absence of reliable apparatus of government and 
public administration involving procedural or administrative de¬ 
lays, transport bottlenecks, and so on. The foreign aid ceased to 
flow in the measure that we expected. But the most important 
factor responsible for non-implementation of the Plan pro¬ 
grammes is that a number of major Plan projects were not work¬ 
ed out in sufficient detail at the time of the formulation of the 
Plan. Considering how tentative the estimates relating to many 
of the major projects included in the Plan were at the time of 
its formulation, the overall targets of outlay and output given 
in the Plan are, to a great extent, notional. In the process of 
its implementation this has emerged as the principal weakness 
of the Third Plan. 

We arc caught up in the vicious circle of shortages in the 
basic facilities for development. There is a virtual crisis in coal, 
power, transport and steel. The pow’or and transport situation 
in particular is causing deep concern. A number of power pro¬ 
jects are handicapped for want of construction materials such 
as steel and cement and because of delay in the supply of machi¬ 
nery and generating equipment by some collaborating countries. 
In regard to certain power projects, the utilisation of foreign ex¬ 
change is particularly poor, tl e record being a« bad as 10% in 
some cases. The tcansport problem, grave as it is, is still evad¬ 
ing solution. Thus the progress of the plan is hampered by one 
or other shortage in the .basic factors of development. 
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The World Bank mission which TWited India early fn 1962 
is nnderstood to have been critical of the Union Qovemment’fs: 
handling of the economic affairs. It has expressed concern over 
the poor utilisation of foreign credit. It has been disappointed 
over the non-achievement of the Second Plan target in certain 

vital sectors of the economy such as steel, coal, power and trans¬ 

port. It is feared that the mistakes of the Second Plan are be¬ 
ing repeated. The irksome controls on maintenance imporla 
necessitated by the allocaiiou of limited foreign exchange resour¬ 
ces are mainly responsible for increasing idle capacity in the in 
dustry. The mission suggests that a more dynamic export pro¬ 
motion policy is required. 

In a debate in the Lok »Sabha in August 1962, deep concern 
was expressed by the members over the slow progress of the Plan 
and a number of suggestions were thrown out. Mr. Hern Barua 
(P.S.P.) characterised the progress of the Third I'lan as a “pro¬ 
gress made within the four walls of a stagnant pool”. Mr P. K, 

Chakravarti ((’ongress) said that it would not be possible to in¬ 

crease living standards, if the planned effort increased the 
nation’s wealth only to the level of the increase in population. 
There should be increasing social awareness among the people so 
that they realise that by having large families, they are creating 
a problem for everybody in the country. A member suggested 
that the Plan should be more rural-biased and that various in¬ 
centives should be offered to the peasants to increase yield per 
acre. It was pointed by another that food targets would not be 
achieved unless stress was laid on co-operative mechanised farm¬ 
ing. It is also suggested that land reforms be speedily and effec¬ 
tively implemented since the most crucial factor in agricultural 
])rogress is land reforms. The administrative machinery should 
bo streamlined and inefficiency and corruption rooted out. The- 
rising trend in prices should be checked and prices stabilised. 
The drive for savings in the country should be intensified because 
the rate of domestic savings in the country is very low and this 
is one of the factors responsible for the poor progress of the Plan. 

The comments in Parliament in December 1963 were even 
more unfavourable which ranged from disappointment to down¬ 
right condemnation of the Plan or of the administrative set up 
for its implementation. It was pointed out that the private sector 
was not fully utilising the installed capacity. The Plannbig 
Commission was described by a member as a ‘frustration squad’. 
It was said that in spite of magnificent response of the people 
in the matter of additional taxation, the Plan did not make any 
headway. The reasons for the shortfalls are said to be adverse- 
weather conditions and inadequate administrative co-ordinatioa 
in the agi'icultural sector, inadequate advance-planning and optimis¬ 
tic programming of schedules of implementation of indastries. 
and the delay in either obtaining or utilising foreign exchange. 

The following is a brief mid-term review of the impovtant 
sectors of the economy during the Third Plan:— 
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J^gricnlttiral Production. Achievements daring the drst 
three years of the Plan include increases in the area benefiting 
from irrigation programmes by 7 million acres, social conserva¬ 
tion programmes 4.4 million acres, improved seeds 46 million 
acres, green manuring 12.3 million acres, plant protection mea¬ 
sures 6 million acres and increase in the supply of nitrogenous 
fertilizers from 2,00,000 tons to 4,50,000 tons. 

The production of foodgrains has gone down from 79.7 mil¬ 
lion tons m 1961-62 (which was lower by about one million tons 
as compared to the output of 1960-61) to 77.5 million tons in 1962- 
63. According to present indications, there is likely to be a 
shortfall of 3-5 million tons in foodgrains and also shortfalls in 
the production of cotton and oilseeds. But targets of jute and 
sugarcane production are expected to the achieved, and so also 
targets of rubber, coffee, tea and tobacco. For setback in agri¬ 
culture only weather is not blamed. The major instruments of 
agricultural production, viz., irrigation, fertilizers, improved 
seeds and implements, (tc., have all failed. Shortfalls are ex¬ 
pected in respect of fertilisers and the urea benefited from major 
and minor irrigation schemes. There has been a tendency in 
some States to divert outlays for irrigation from continuing 
schemes to new schemes with the result that potential is not be¬ 
ing created speedily. Maximum benefits have also not been 
secured from irrigation potential already created due to failure 
to construct field channels, ft was estimated that by the 
end of 1962-63 nearly 2.7 million acres of irrigation potential 
remained unutilised. Seed multiplication and distribution 
programmes have lagged behind due to inadequate financial pro¬ 
vision. In the first three years, not even one-third of the 5-yeajr 
target for b(‘tter seeds is likely to be achieved. As for improv¬ 
ed agricullural implements, the appraisal frankly admits that 
“progress in the introduction of new implements and equipment 
has been generally slow. Legislation for land reforms—aboli¬ 
tion of intermediaries, tenaney reforms, ceilings on holdings, 
consolidation of holdings has lagged behind. If the object of 
these reforms was to develop agriculture that object has not been 
fulfilled. The village plans have remained ‘paper plans.’ The 
inability to mobilise the village community for development work 
is reflected in the slow progress of the programmes of rural 
works including minor irrigation, soil conservation, afforestation, 
drainage, land reclamation, flood protection, and road building. 
The progress of co-operatives and co-operative farming has also 
been uneven. There has been little progress in linking credit 
with marketing and production. “The conclusion is inescapable, 
therefore, that whatever tHe responsibility of unfavourable wea¬ 
ther for the stagnation, and even fall, in agricultural production 
in the first two years, the implementation of none of the major 
programmes for increasing agricultural production is proceeding 
according to schedule and, if the targets of production for 1965- 
66 are conditional on the fulfilment of these programmes, there 
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are likely to be serions shortfalls in agricultural production at 
the end of the Plan.” 

The prospects for the current year’s crop seem to be good 
and it is hoped that in the remaining years of the Plan the lag 
in agricultural production, observed in the past, will be over-, 
come. But it is obvious that no major transformation in the 
agricultural economy can be achieved through a mere eontinua- 
tion of the present methods and techniques. In all other coun¬ 
tries agriculture is regarded as a semi-public sector and re¬ 
ceives a great deal of support from the Government. In India 
it is entirely at the mercy of the private sector. 

Industry. No doubt there has been significant growth of 
producer and basic industries but increase in output of consumer 
industries has been very small. The target in several industries 
would be fulfilled, or at any rate considerable advance made, by 
the end of the Plan jieriod. They include textile machinery,, 
sugar machinery, cement machinery, paper machinery, ii .organic 
heavy chemicals, etc. There would, however, be shortfalls in. 
certain crucial sectors and, as a result, full benefits from the 
programmes envisaged in the Third Plan would be available only 
after a year or two and the Fourth Plan would start at a com- 
paratively lower base than originally envisaged. 

Of the revised estimate of outlay of Rs. 1,150 crores on in¬ 
dustries by the Centre over the five-year period, the outlay in the- 
first three years is estimated at Ks. 556 crores. Thus more than 
half the investment remains to be done in the last two years. 
However, investment during the Plan period on i)ublic sector 
programmes is likely to be higher than originally visualized. 
Projects under the Heavy Bngineermg Corporation, Hindustan 
Machine-Tools, Heavy Electricals an{l the fertilizer plants at 
Rourkela, Alwaye and Trorabay progre.ssed satisfactorily. The- 
throe public sector steel plants have attained their targets of 1 
million tons of steel each. Work on their expansion programme- 
and on the Bokaro steel project has, however, been considerably 

delayed. 

Fertilizer units at Naharkatiya and Gorakhpur are behind 
schedule. Projects for the manufacture of ball and roller bear* 
ings compressors are in initial stages. The pholo-cliemical pro¬ 
ject (Kerala), organic intermediates projects (Maharashtra) and 
heavy plate and vessel plant (Wardha) have been considerably 
delayed. 

Although in aggregative financial terms, the investment in 
the private sector has kept pace with Plan expectations, yet pro¬ 
gress in several crucial sectors was far from satisfactory, e.g,, 
steel castings and forgings, special steels, ^uminium, machine,. 
tools and fertilizers. High priority projects faced ’ difficulties im 
arranging foreign collaboration and even in locally raising funds.^ 
The Third Plan envisaged an outlay of Rs. 264 crores ^on vUlage 
and small industries. Of this about Rs. 126 crores were expired 
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to be spent m Ibe ftrat three years so that more than half has. 
to be spent in the last two years 1964-66. They have provided 
additional wholetime employment to about 2.5 lakh persons and 
part-time employment for about 6 lakh persons against the tar¬ 
gets of 9 lakh and 8 million persons respectively. As for mine¬ 
rals and oils, the estimated investment for the public sector 
programme has been revised upwards from Rs. 478 crores as 
given in the Plan to Rs. 662 crores. Of the anticipated outlay, 
only Rs. 193 crores or about 37% are expected to be spent in 
the first three years. Investment in oil exploration and produc¬ 
tion in particular has lagged behind and inevitably a substantial 
part of the programme will have to be left to the Fourth Plan. 
Although refining capacity is expected to reach 17.9 million tons 
by the end of the Plan, full production at the public sector re¬ 
fineries is not expected till the first year of the Fourth Plan. 
Finished steel output by 1965-66 is likely to he a million tons less 
than the Plan target of 6.8 million tons. The production target 
of 8 lakh tons of nitrogenous fertilizers is not likely to be achiev¬ 
ed; production in 1965-66 is likely to amount to 5 lakh tons. 
Coal production in the last year of the Plan is expected to reach’ 
90 million tonnes, as compared to the Plan target of 98.6 lakh 
tons. 

The principal factors that have adversely affected the rate 
of growth arc the shortage of transport, power, fuel and essential 
raw materials and components. The tendency to satisfy region¬ 
al and individual claims by housing too many units withm a 
given capacity has led to development of high cost industry. 
Shortage of foreign exchange is sometimes blamed for non-imple¬ 
mentation of some projects. But the brief review given under 
Progress of the Third Plan, is sufiieient to show that faulty and 
incomplete ])lanning of the projects and delays in implement.a- 
lion, rather than shortage of foreign exchange, were the princi¬ 
pal causes of the slow progress of a number of vital puhlie sector 
projects. The lack of adequate preparatory planning has largely 
contributed to the delay in the implementation of certain pro¬ 
jects for which even foreign credit was available. 

Steps have to be taken to avoid delays in implementation 
and remove impediments to a better utilization of installed 
eapaeity. However these steps may be expected to improve the 
trends in industrial production to some extent, the actual in¬ 
crease in output will be markedly influenced by the increases 
in the supply of raw materials and components—indigenous as 
well as imported. Also, many of *the newer industries being set 
up in the economy are technically more complex and the procesr 
of adapting them to Indian conditions is often time-consuming. 

Power, A small shortfall in the target of power generating' 
capacity is anticipated. The installed jcapaciiy at the end of tjhe 
Third Plan is expeetqd to be 22.5 milliQn kw. against the. target 
o£ 12,7 million kw. The Plan target of 45 billion kw; hours 
generation is, however, expected to be achieved and possibly, ex- 
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needed as a result of likely improtrements in the utUisation of 
planned capacity. 

In order to mitigate power shortages in certain areas, some 
Additional power schemes haye been accepted in the Plan. Also 
A few schemes for the Fourth Plan have been accepted for ad¬ 
vance action. Special cells have been set up. 

At the end of the Second Plan period, the number of electri¬ 
zed villages stood at 26,708. During the first three years of 
the Third Plan, 12,771 villages were electrified. A further 14,633 
villages are expected to be electrified in the remaining two years 
brin^g the total in the Third Plan to 27,404 villages. It is 
Anticipated that all the 500 villages with a population of 5,000 
and more will have been electrified by the end of the Third Plan. 

Transport. The transport situation, which was difficult when 
the Plan was formulated, improved considerably in 1962 and the 
improvement has since been maintained. There has been, in 
particular, improvement in the coal tran.sport position. Substan¬ 
tial additions have been made in the programmes, for railways 
And roads and estimated expenditure under these heads will now 
be about Es. 450 crores higher than the Plan provision. 

The total road kilometrage was expected to increase from 
about 230,400 in 1960-61 to 270,400 in 1965-66. During the first 
two years of the Plan, the total kilometrage is expected to liave 
reached 248,000. 

As regards shipping, the total tonnage has inerea.sed from 8.6 % 
lakh GET in 1960-61 to 10.6 lakh GET and is expected to reacli 
the figure of 15 lakh GET in 1965-66, as against the Plan target 
of 10.9 lakh GET. Programmes relating to communication j-er- 
vices have been augmented substantially in view of the emer- 
■gency. 

Social Services. A steady expansion has been maintained in 
both general and technical education at all levels, and Plan tar¬ 
gets are likely to be exceeded. At the same time, deterioration 
in standards is reflected by overcrowding of classes and unfavour¬ 
able teacher-pupil ratio. 

Shortage of teachers for technical education and teaching of 
science is particularly acute. In view of the emergency, addi¬ 
tional facilities have been created for technical education and it 
is expected that the Plan target of annual admission to technical 
degree courses will be exceeded by 4,000 and to technical diploma 
courses by about 10,000. The target of students in schools is 
likely to be exceeded by 4 million. The number of scholarships 
and fellowships under various programmes has been substantially 
increased. 

Institutional facilities for medical care have substantially 
increased during the fifst two years of the* Plan and some of the . 
targets may be exceeded.- Primary health units are,' hovwter, 
progressing slowly because- of the shortage of doctors. 



SECOND DECADE OF FizANNINO AND DEVELOPMENT 67^ 

The nnmber of family planning clinics at the end of the 
Second Plan was 2,136 (1,379 rural and 757 urban). During the 
first two years of the Third Plan, 209 urban and 6^ rural clinics 
have been added, bringing the total number of clinics to 3,005, 

On the whole, however, total impact of the •programine, 
specially in rural areas, has not been appreciable so far. 

Export earnings are improving gradually and efforts are be¬ 
ing intensified. 

Foreign exchange position in the last three years continued 
to be difficult. Although commitments to the extent of Rs. 2,100 
erores are now in sight, additional non-pro,iect assistance needed 
over the next two yearjg amounts to Rs. 450 erores. 

It is not desirable to go on relying on foreign aid to the ex¬ 
tent it has been done in the past and every effort should be made 
to reach a reasonable degree of self-reliance by the Fifth Plan. 

Following chart indicates the Plan targets, relating to seve¬ 
ral heads of development and the likely achievement by the fend 
of the Plan period. ' 


mi 66 

Hrada of development 


- - — ---- ^ 

Plan target Likely 

eaUmate arkiernmenta 


(Nitrogenous fertilizers consumption) 
Irrigation : major & medium potential 

Utilization 

Power : installed capacity 
Aluminium 
Machine tools 
Sulphuric acid 
Cloth ‘ mill made 
Ilandloom and khadi 


1,000,000 
29-47 million 
ocre 

20 77 m. acre 
12 69 mkw. 

9*J ra tons 
80,000 tons 
] ,600.000 tons 
6,800 m yds 
2,960 m yds 


Minerals: iron ore 
Coal 

Railways : freight carried 
Road Transport; commercu^l vehicles on 
roods 

Shipping tonnage 

(general Education : students m schools 
Engineering and Technology : 

(а) degree level—annual admission 

(б) diploma level—annual admissidn 
Health: hospital beds 

Doctors m practice or in service 


30 m. tons 
98-6 m tons 
245‘0 m tons 

305,000 
10-9 lakh grt 
64-4 million 


191,00 

37,400 

240,100 

81,000 


800,000 tons 
23-10 million 
acre 

18-60 m. aero 
12 60 mkw. 

7-8 m. tons 
68,000 tons 
1,200,000 tons 
6,500 m. yds. 
2,760 to 2,810 
m. yds. 

26 m. tona 
89-9 m. tons 
241-3 m. tons 

330,000 
15-0 lakh grt, 
68-2 million 

V 

23,100 

47.000 

240,100 

85,000 


In order to implement the Plan effectively the Planning 
Commission has suggested some steps:— 

First, in all important fields, ^project studies should be 
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undertaken as part of continuing programmes of work. Early 
strengthening of technical organisations for project studies and 
designs is essential for ensuring that changes in cost estimates 
are kept to the minimum and construction schedules are main¬ 
tained. This would also facilitate advance action in relation to 
future proj^Tts and make for greater continuity in plannhig. 

Secondly, the question of reducing costs has to be pursued 
systematically. For this purpose besides high level technical 
committees for reduction in construction cost> at the national 
and State levels, heads of major projects should bo given the 
assistance of well-equipped cost reduction units. 

Thirdly, specific programmes for import substitution should 
be worked out for co-ordinated use of the available indigenous 
capacities and utilization of the results of scientific and technical 
research. 

The mid-term appraisal reveals that by and large ‘no serious 
<dpnt’ has been made on the problem of unemployiueut. The un¬ 
employment situation has, to some extent, worsened, though a 
part of the increase on the employment exchange register is due 
to a greater use of exchanges and, improvement in their efiiciency 
in securing placements. 

The Commission expects that additional f Tuplovj.ient generat¬ 
ed during the Plan period will fall shor:; of the original target of 
14 millions, pointing out that the number of j)er.s«»ns on the regis¬ 
ters of employment exclianges had gone up to 24.8 lakhs in 
March 19G3, from 15.6 lakhs for the corresponding period of the 
previous year. 

The note stated that it is particularly disquietening that the 
number of unemployed among matriculates and those qualified 
above had gone up from 5.7 lakhs in 1961 to 7.8 lakhs in June 
1963. 

At the same time, manpower shortages are experienced for 
professional and technical personnel such as engineers, draughts¬ 
men, chemists, pharmacists, surgeons, physicians, trained teachers 
and certain categories of craftsmen, including fitters, turners, 
tool-makers, electricians and the like. 

According to the Commission the employment problem would 
become easier to handle, if it is broken up and analysed by States 
and if State Governments would, in drawing up their projects for 
development, pay special attention to the employment aspect. 
The Commission is now engaged, in collaboration with State 
Governments, in making studies of the employment problem from 
the State angle, and it is expected that when these studies arc 
completed, some additional measures may be devised for increas¬ 
ing employment opportunities. 

Reviewing pfice trends in the last three .years, the Commis¬ 
sion admits that even allowing for the seasonal, ineremc s. ih res*^ 
pect of several food articles, the basi6 -trend in prices temains 
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upward and has to be taken cognkance of in appraising the 
current situation. 

If one takes the period of nearly two and a half years since 
the commencement of the Third Plan, the increase in the general 
price index would work out to about seven j>er eejit. “This is 
not in itself unduly high, but the problem arises from the fact 
that this rise is superimposed on the increase that liad cccurred 
in the Second Plan period and, more importantly’, it derives from 
rather big increases in the prices of essential eonsumer articles 
since the beginning of 1963”. 

The series of measures taken by the Government to hold the 
price line, according to the Commission, have had some effect, but 
the rise of as much as 12.7 per cent in food articles since April 
1963 (up to September 28, 1963) “is a matter of continuing con¬ 
cern and further action may become necessary to arrest this 
trend”. 

The Commission says that price increases attributable to 
policy decisions have to be viewed as necessary instruments for 
enlarging the invcstible resources of the communitj and enabling 
the priority industries to expand in the manner required. “In 
other words, such policy-oriented price increases have to be dis¬ 
tinguished from price rises, which are mainly a reflection of in¬ 
adequacies in supply or distribution arrangements, and they 
should be accepted by the community as both inevitable and 
desirable”. 

In a meeting in December 1963 of the Informal Consultative 
Committee of the Ministry of Planning, Mr. Asoka Mehta, the 
Deputy Chairman of the Planning Commission, emphasised a 
‘selective approach’ to the economy. He said that the 
Commission might choose certain strategic areas in the country’s 
economy and make intensive efforts in the next two years to push 
the economy forward. In this manner, the Commission hoped to 
reach the targets in certain selected sectors which were of cru¬ 
cial importance to the growth of the economy as a whole. 

Inaugurating the annual general meeting of the Indian 
Merchants’ Chamber in February 1964, Mr. Asoka Mehta 
said that India was a plan behind in economic growth but 
a pism or two ahead in population growth. He said a 
modest standard of consumption could be provided to every 
segment of our people by 1980 if an economic growth rate 
of 10 per cent a year was achieved. However, he adfled, a 
7 per cent growth rate would require an increase in the rate of 
savings and investments of more than 1 per cent of the national 
income annually for the next 10 years. He said the Planning 
Commission Was aiming at the twin objectives of raising the 
economic growth rate and of devising measures to ensure that 
the benefits of development went to the people intended. If the 
»mass of our people were to benefit from planning, inequalities of 
consumption wofild have* to be levelled out, between the richest, 
one-fifth of our population, and the poorest. Mr. Mehta stressed 
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that the next 10 yeai^ would demand an intensified drive towards^ 
development accompanied by certain corrective devices. Tliose 
were to achieve varying balances of production, doubling agri¬ 
cultural production, raising output of consumer ^ods to 2J times 
the 1961 level, of five-fold output of coal and oil, a six-fold ex¬ 
pansion of etectricity, cement and chemicals and a 12-time grov/th 
of steel and machinery. “Such a scheme of development,” he 
said, “offers great opportunities to the captains of industry.” 

The economic survey by the Finance Minister for 1964-65 
underlined that a stable and continuing framework of policies ia 
indispensable for any process of economic growth. It says that 
the accent of economic policies has to be: 

(a) on immediate improvement in agricultural production; 

(b) stimulation of private investment activity in priority 
E-’eas; 

(c) improvement in the performance of public sector pro¬ 
jects ; . 

(d) greater monetary and financial restraint; 

(e) vigorous promotion of exports and utmost economy in 
imports not financed by aid or foreign investment; and 

(f) improvement in the machinery for the distribution of 
essential commodities. 

Latest (December 1964) estimates indicate that the short-* 
falls in many vital sectors of the economy at the end of the Third 
Plan will even exceed the anticipations of the mid-term ap¬ 
praisal. 

While the expenditure by the end of 1965-66 is expected to 
equal the financial outlays contemplated for the Plan period, not 
more than 20 per cent of the physical targets is likely to be 
achieved. 

The latest reckoning is that the national income by the end 
of the current Plan will be around Rs. 17,400 erores at 1960-61 
price levels as against the original target of Rs. 19,000 erores. 

It is now conceded that conspicuous shortfalls will occur in 
important spheres like agriculture, irrigation, power, industry, 
mining and transport. In many sectors the shortfalls will be 
20% or more. 

In the sphere of agriculture, production of foodgi-ains by the 
end of the Plan wiU hardly be around 92 million tons as against 
the earlier anticipation of 100 million tons. Cotton output will be 
around 1.34 million bales against 1.765 million bales, that of oil- 
seels 7.5 million tons against 9.82 million tons and that of nitro¬ 
genous fertilizers 650,000 tonnes against one million tonnes origin¬ 
ally proposed and subsequently reduced to 800,000 toimes in the 
mid-term appraisal. 

The target of 6.2 million bales of jute by the end of the Plan 
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is expected to be achieved while production of sugarcane is 
expected to be 11 million tonnes against 10 million tonnes con¬ 
templated in the Plan. 

As regards power generation, the installed capAcity is reck¬ 
oned at 11.7 million kw. against 12.5 million kw. anticipated in 
the mid-term appraisal, which itself is 0.2 million kw. lower ihan 
the original Plan target. Similarly, the generating capacity is 
estimated at 43,000 million kwh. against 45,000 million kwh. 

Additional irrigation potential at the end of the Third Plan 
is expected to be 20 million acr*^s against 29.5 million acres and 23.3 
million acres contemplated in the original Plan and the mid-term 
appraisal respectively. Gross utilization of irrigation potential 
will be 16 million acres against 22.8 million acres and 18.6 million 
acres respectively. 

Production of iron ore will be 26 million tonnes against the 
Plan target of 30 million tonnes, that of coal 76 million tonnes 
against the mid-term appraisal’s 89.9 million tonnes which itself 
is 8.7 million tonnes less than the original Plan estimate. Pro¬ 
duction of petroleum products will amount to 12.22 million ton¬ 
nes against Plan target of 17.25 million tonnes. 

In the sphere of consumer goods, production of cement is not 
likely to exceed 12 million tonnes as against the Plan target of 
13 million tonnes, mill-made cotton textiles 5,500 million yards 
against 5,800 million yards, sugar 3.2 million tonnes against 3.5 
million tons, paper and paper boards 650,000 tonnes against 
700,000 tonnes, newsprint 28,000 tonnes against 120,000 tonnes, 
drugs and pharmaceuticals lla. 175 ^rores (same as mid-term ap¬ 
praisal), motor cycles and scooters 60,000 against 50,000, bicycles 
1.6 million against 2 million and electric fans 2.5 million (same as 
Plan target). 

Production of steel ingots will he 7.4 million tonnes against 
9.2 million tonnes, i)ig iron for sale 1.2 million tonnes against 1.5 
million tonnes, alloy tools and special steel 51,000 tonnes again-st 
200,000 tonnes, aluminium 68,000 tonnes against 80,UtK) tonnes. 

As regards machinery manufacluring industries, production 
of locomotives is estimated at 340 against the Plan target of 360, 
commercial vehicles 54,000 against 60,000, sugar mills machinery 
Rs. 14 crores and machine tools Ks. 25 crores against Rs. 30 
crores. 

Tn contrast, production of paper machinery is expected to be 
of Rs. 8 crores against Rs. 6.5 crores, cement machinery Rs. 6 
-crores against 4.5 crores and cotton textile machinery Rs. 30 
crores against Rs. 20 crores. 

Freight traffic on the railways is now expected to be only 
225 million tonnes against 249 million tonnes. Commercial vehi¬ 
cles on road will now total 335,000 against the Plan target of 
365,000. 
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The Planning Commisjsion has admitted that there are gaps 
between declared social objectives and the means and instru¬ 
ments envisaged in the Plans to achieve them. It is also admit¬ 
ted that there is a conflict between measures and policies for 
economic growth and those for enlarging social justice. 

The note' says that the Five-Year Plan targets have not been 
fulfilled because the country lacks a "sense of conviction” as well 
as "concern with speed”, two things essential to accomplish great 
tasks. 

The.Commission says: "Partly from the compulsions of a 
democratic society and partly from aspirations and ideals which 
are natural, our Plans have presented the social objectives of 
development in broad terms without setting time limits, i^ithr-ut 
snecifying in details the means to be employed and without rsta- 
blishing sufficient effective machinery and instruments for achiev¬ 
ing or moving rapidly enough towards the declared objectiv< s”. 

The Commission feels that the savings of the community and 
the external resources that may be available will not be sufficient 
to achieve all the objectives. Even with the correct social and 
economic policies, the period needed will be somewhat longer 
than the next two Plans. There are heavy odds to be met, not 
the least being the rate of population growth and the demands 
of current consumption against capital accumulation 

There i^ hitherto a wide gap between Plan objectives and 
policies. This has reduced the effectiveness of the Plans without 
yielding a corresponding advantage in managing current econo¬ 
mic problems. The more closely the current policies and Plan 
objectives are integrated with one another the larger could be 
the measure of Plan success. The degree of discipline in policy, 
so essential for effective and continuous administration, has not 
been available in many areas. This has been the position over 
the years, both at the national and State levels. 

The Commission also observes that the distribution of sub¬ 
jects under the Constitution between the Union and the States 
does not give the Central Government sufficient power to ensure 
economic and social development for the country as a whole 
either on an adequate scale or uniformly. Rigid procedures for 
the administration of Central assistance, the Commission con¬ 
cedes, inhibit action in the States. 

The Commission has spelled out several other shortcomings 
in planning and implementation. They are: setting of inappro¬ 
priate targets, inadequate emphasis on management function in 
relation to. planning, insufficient attention to gross produef-vttv 
and returns, inadequacies • in reporting evaluation and appraisal 
of progress and shortcomings and balancing between projects 
and schemes requiring long period of gestatioii. 


I. iS<me Zesaons from The Ft'tfe-Years Plant. 
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PoTurth Five-Year Plan 
(1966-6^1970-71) 

Planning is a continuous process. When one plan ends, the 
next starts. The Third Five-Year Plan is under w^. It shall 
come to an end in March 1966. Formulation of the Fourth Plan 
has already been started. The Planning Commission has pre¬ 
pared a draft memorandum on the Fourth Plan containing the 
sixe, objectives and strategy of the Plan. Tliis draft memoran¬ 
dum has been broadly approved by the Union Cabinet as well as 
by National Development Council. "We shall explain below the 
various proposals and recommendations made by the Planning 
Commission in it« draft memorandum. 

Size of the Plan. The Planning Commission’s memorandum 
on the Fourth Plan envisages a total outlay of Rs. 21,500 crorea 
with a provision to add another 1,000 crores depending upor 
favourable resources i)cw5ition. Thus the total size of the Plan 
ranges from Rs. 21,500 crores to Rs. 22,500 crore.s. Of this out¬ 
lay, nearly Rs. 15,500 crores will be in the public sector and near¬ 
ly Rs. 7,000 crores in the private sector. The total outlay h ex¬ 
pected to generate an overall growth rate of 6 to 7 per cent per 
annum for the economy and not less than 5^ in agricultural 
production. 

The sectoral iirograirimes and outlays as drawn u]) at pre¬ 
sent amount to Rs. 22,500 crorefl. The Planning Oonimission 
will soon take up the exercise of identifying which of the pro¬ 
jects or programmes should be covered under the range of 
Rs 1,000 crores. Tentatively, it is estimated that half the 
amount would be on account of projects in power, industry and 
transport and the other half would be distributed over the re¬ 
maining sections. 

Resource MobUizatiou. An additional ri'source mobiliza¬ 
tion of R.S. 2,500 crores is proposed to be undertaken in the 
Fourth Plan period, a target which may be raised to Rs. 3,500 
crores if the growth rates actually achieved in the initial years 
of the Plan are sufliciently high. These additional resources will 
be secured through additional taxation, reduction of tax avoid¬ 
ance and evasion and an adjustment of prices charged by public 
sector undertakings. For securing financial resources of the 
order envisaged by the Plan, tax administration must be made 
most effective and strict fiscal discipline obser\'ed by all public 
authorities and unnecessary or wasteful expenditure avoided. 

Deficit fiiiancing during the Fourth Plan is limited to the 
amount of Rs! 500 crores. This amount of deficit financing would 
be necessary to meet tfie inerea^ie in the demand for the money 
as a result of higher production and increase in monetisation of 
the economy during the Plan period. 

External assistance for the Fourth Plan is assumed at 
Rs. 2,500 crores. ■ 
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Unlike the Third Plan period when the Centre undertook the 
responsibility of raising the major share of resources by way of 
Additional taxation and the States as a whole lagged behind the 
target, a bigger tax effort would have to be made by the States 
in the FourJ;h Plan period. 

Objectives and Strategy. According to the Commission, the 
^objectives and strategy have to be such as to avoid inflation, im¬ 
prove people's consumption standards, reduce economic and 
social disparities, to provide avenues and opporthnitics lo all 
who seek them, and accelerate the tempo of development <"0 en¬ 
sure quicker progress towards self-reliance. The Commission 
lias* particularly emphasized the need for increasing the tenipo 
of development without accelerating inflationary trends. The 
Fourth Plan aims at an overall rate of growth of not less than 
6% to make up the leeway and to improve per capita income 
fnuin Rs. 366 at the end of 1965-66 to Rs. 468 by 1970-71. 

For achieving the above objectives, it will be necessary to 
undertake a variety of organisational and structural changes 
conducive to eflfieiency in productive activity, restraint on non- 
essential consumption and larger resource mobilization in both 
the public and private sectors for planned investments. The 
Comtnission lias therefore kept the following factors in view’: 

(1) For enlarging the income of tlie rural population, as well 
as augmenting llie supiflies of food artiekss and agricultural raw’ 
materials, all possible efforts should be made to ensure a growth 
rale of not le.ss than five per cent per annum, if possible more, in 
agricultural production. 

. (2) In order to realise the objective in (1). above, production 

such goods as fertilizers, insecticides and agricultural imple¬ 
ments should be given the highest priority in the programme for 
industrial development. 

• (3) For enlarging the supplies of essential consumer goods 

-OU which additional incomes will be spent, production of article.s 
like textiles, sugar, drugs, kerosene, paper, etc., should be acce¬ 
lerated. 

(4) With a view to improving the supply of residential hous¬ 
ing production of cement and other construction materials should 
be augmented. 

(5) For ensuring continued growth in metals, chemicals, 
machine-building, mining, electric power and transport indus¬ 
tries, schemes in hand should be completed early and new schemes 
pndertaken. 

(6) For the development of human resources, not only 
should the maximum possible facilities be provided in the social 
service sector, but these should be suitably re-oriented in the 
direction of increasing productivity. The aim is to build up a 
Well-balanced structure of rural and urban health centres and 
hospitals. 
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(7) The organisation of effort in all these directions should 
be such as to promote rapid progress towards greater employ¬ 
ment and social justice, 

(8) To provide adequate opportunities for employment for 
the new entrants into the labour force, population control will 
have to be exercised. 

AUocation of Outlay. At this stage, sectoral allocations and 
targets are based on a total outlay of about Rs. 22,500 crores 
which includes Es. 1,000 crores to be taken up if the state of 
the economy is satisfactory during the first half of the Plan. If 
the working of the economy is satisfactory during the first half 
of the Fourth Plan, then a tempo of production is built up and 
larger resources can consequently be mobilized. Investment 
outlay in the private sector is estimated at about lis. 7,000 
crores. 

The pattern of outlays proposed for the Fourth Plan in the 
public sector is given in the following table. For the purpose 
of a comparative study, the pattern of outlay of the Third Plan 
is also given. 


Pattern of Outlay In the Public Sector 


Item 

Third Plan 

Fourth Plan 


Anfii ipated 
Expenditure 
in the 
Third Plan 

Dintribuiion 

Percentage 

AUocation 
in the 
Fourth 
Plan 

Diefrihution 

Percentage 

Agriculture 

1090 

13-3 

2400 

15-4 

Irrigation 

648 

7-9 

1000 

6-4 

Power 

1187 

14-.> 

1950 

12-4 

Small Industry 

233 

2-8 

450 

2-9 

Organised Industry 

1662 

20-3 

3200 

20-5 

Transport & Communi¬ 
cations 

1940 

23-6 

3000 

19-2 

Education 

557 

6-8 

1400 

9-0 

Scientific Research 

72 

0-9 

175 

M 

Health 

345 

42 

1090 

7-0 

Housmg & Construction 

112 

1-4 

400 

2-6 

Welfare of Backward 
Classes 

104 

1-3 

205 

1-3 

Social Welfare 

• • • 

• • • 

65 

0-4 

Craftsmen Training and 
Labour Welfare 

• * • 


145- 

0-9 

. Public Co-operation 

250 

30 

15 

0-1 

Rural Works 

• * • 


25 

0-2 

Rehabilitation 

« • • 

• • • 

50 

0-3 

Miscellaneous 

■> 4 • 

... 

50 

0-8 

Grand Total 

8200 

100-0 

16620 

100-0 
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It will be seen that a significant increase is envisaged in the 
Fourth Plan in the proportionate allocations for agriculture and 
social services (i.e., education, health, etc.). This is in keeping 
with the objectives of increasing agricultural production and 
providing* for the basic social needs of the masses. Further^ 
there is also a shift in emphasis from schemes with long gesta* 
tion periods such as major irrigation to quick-yielding pro¬ 
grammes such as minor irrigation included under agriculture. 

Thus the percentage allocation of the total outlay in the 
public sector for agriculture has increased from 13.3% 
in the Third Plan to 15.4% in the Fourth Plan. Education and 
health has similarly recorded a rise from 11% in the Third Plan 
to 16% in the Fourth Plan. While there is marginal increase in 
the allocation for small-scale and organised industry, there is a 
percentage decrease in the allocation for power and transport. 
But outlay allotted to power and transport is quite large in abso¬ 
lute terms as compared with the Third Plan provision. There¬ 
fore no imbalance is expected to be created as a result of what 
has been proposed for i>ower and transport sectors. Provision 
for transport in the Fourth Plan takes account of the fact that 
in the Third Plan allocations for transport were substantially 
raised and the rail transport system will have some reserve capa¬ 
city at the beginning of the Fourth Plan. Their feasibility in 
terms of implementation has also been taken into account. 

The small allocation of Rs. 25 crorea for rural works is in 
the nature of a token provision at this stage. A firm figure will 
be known only after State plans have been formulated .and a 
view taken of the size of the residual problem of unemployment 
in rural areas which may call for a supplementary rural works 
programme. 

The broad implications of the programme are an annual’ 
growth rate of not less than 5% in agriculture, 11% in 
organised industry, 8% each in small industry, communicdlions, 
railways and organised banking and insurance and 6.5% each 
in other commerce and transport and services. This should give 
an overall rate of growth of around 6.5%. 

Targets of Production and Development 

The selected targets of production and development are 
based on the assumption of a Plan outlay of Rs. 22,600 crores. 
Production of foodgrains is proposed to be stepped up to 116.40 
million tons from 92 million tons in 1965-66, cotton from 6.3 to 
8.5 million bales and sugarcane from 11.0 million tonnes +o 13.5 
million tonnes. Production of oilseeds is expected to be increased 
to 9,45 million tonnes and of jute to 7.55 million bales. 

From major and medium irrigation projects, irrigation faci¬ 
lities would be provided for an additional areSi of 13 million 
acres. Under the • power programmes, installed .gfen^rating capa¬ 
city will be almost doubled from 11.7 mkw. to 22 inkw. Tn- 
dUsti^al production will 'be considerably expanded esp’^ially in 
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the fields of metals, chemical fertilizers, afjricultural machinery, 
consumers’ goods, machinery and intermediate petroleum refin¬ 
ing. Productive capacity of steel ingots will go up from 8.9 
million tons in 1965-66 to 16.5 million tons at the end of the 
Fourth Plan; pig iron from 1.2 million tons to 4 million,tons and 
aluminium from 68 thousand tons to 240 thousand tons. Capa¬ 
city for the production of nitrogenous fertilizers will increase 
nearly four-fold; that of newsprint over five-fold, and those of 
bicycles, electric fans and cement about two-fold. 

Railways will carry 50% more freight in 1970-71 as com¬ 
pared with 1965-66, the number of commercial vehicles on road 
will be almost doubled. Under communications 7 lakhs tele¬ 
phone connections would be provided, Schnoling facilities will 
expand considerably for all age-^oups and the admission capa¬ 
city for the engineering and technology courses at the degree 
level will be augmented to train 68,600 students in 1970-71. 

The admission capacity for craftsmen to bo trainin the 
Fourth Plan will increase from 100,000 to over 200,000. Medical 
facilities are also proposed to be substantially enlarged. 

The Commission’s memorandum emphasizes the fact that the 
projections and exercises for the Fourth Plan can be realistic 
only if the prices are kept on an even keel. In order to meet 
this requirement, therefore, there will be emphasis in the Fourth 
Plan on quick-yielding sch**mes, price regulatory mcasure.s and 
on the administrative steps implied in such measures. Disci¬ 
plines would be enforced on expenditure programmes. 
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Problems of Development 
and Planning 


We discuss below a few problems connected with economic 
(development In India 

The Problem of Slow Growth 

We started our development programme in 1950-51 when 
our First Five-Year Plan was launched. A review of the suc- 
-cessive Five-Year Plans shows that the rate of growth has been 
distressingly small. The rate of growth was 3.4% in the First 
Plan, and 4.1% in 1962-63 respectively in the first two years of 
the Third Plan. About 2% growth rate in the initial years of 
the Third Plan, strongly contrasting with 7.5% in 1960-61, the 
last year of the Second Plan, is quite disturbing indeed. Are we 
going up or sliding down? The rate of growth achieved by us 
has caused universal disappointment. 

What is the economic situation that we find ourselves placed 
in? It is remarked that we are a plan or two behind in rcepect 
of our requirements and a plan or two ahead in respect of our 
population. While thf* total additional income eariu'd during 
the ten-year period (1950-51 to 1960-61) was Rs. 19.000 erores, 
the population increased at the rate of seven or eight million 
persons per year. About 73% of the additional income was 
available for increase in private consumption. Out of this 45% 
was, however, required to provide for the population added dur¬ 
ing the decade. Thus the bulk of the additional income during 
the decade had to be used to compensate for the growth in popu¬ 
lation and nearly a quarter of the additional income was avail- 
abl6 for the net increase in per capita consumption. It is obvi¬ 
ous, therefore, that instead of getting airborne, our economy has 
been able just to keep itself afloat. 

All the same, it must be admitted that the .Indiaii economy 
is no longer stagnant. Ten years of economic planning hay© ini¬ 
tiated some important structural changes and have led to an 



PE0BLEM8 OF DEVELOPMENT AND PLANNING 68^ 

appreciable increase in production especially in the organised 
sector. Only the speed at which the economy is moting is pain* 
fully slow. What are the factors which are retarding its rapid 
growth ? 

There are several types of factors which are holding back 
our economic progress. These factors may be classified As natur¬ 
al, economic, political and social. We shall discuss their impact 
one by one. 

Natural Factoni 

Of the natural factors which are obstructing economic growth 
in India, we might mention its tropical and sub-tropical climate 
making economic activity unduly hard both on account of burn¬ 
ing heat in summer and severe cold in winter, nature of the soil 
some of which is all sand or all mountains, the nature of the 
terrain making construction of road or rail track difficult and ex¬ 
pensive, continental dimensions making transport and communi¬ 
cations a hazardous, prolonged and an expensive affair, seasonal' 
variations interfering with one type of production or another, 
e.g., with the duration of crushing season in the case of .sugar 
industry, and so on. 

But of all these the most important ia the nature of the rain¬ 
fall which most directly and vitally affects agricultural produc¬ 
tion. Scarcity of rainfall or too much of it both play havoc with 
our rural economy. If there is a drought, the crops must wither 
away and in case of heavy rainfall causing floods the crops jnust 
be washed away. Truly, our agriculture is a gamble in the mon¬ 
soons. If the rainfall is timely, adequate and well-spread, we 
may be rewarded with a bumper crop. Successive years of 
favourable rainfall during the First Plan made our agriculture 
take a leap forward, whereas unfavourable rain and floods in the 
Second and Third Plans have resulted in shortages. The slow 
rate of growth in 1961-02 and 1962-63 is all due to the agricultural- 
sector lagging behind. Agriculture has acted as a drag. This 
shows the vital influence of the natural factors in the growth of 
Indian economy. If only we could somehow make agriculture 
in India move forward, rapid economic progress is assured- 

Economio Factors 

For the slow growth rate of the Indian economy, economic 
factors are no less responsible. Among the economic factors we 
Would mention inadequate transport and communication system 
(shortage of wagons for example) creating bottlenecks and inter¬ 
fering with quick movement of goods, under-developed banking 
^stem involving high cost of credit, lack of technical hnow-Fow 
and an adequate body of trained personnel, lack of managerial 
talent, entrepreneurial ability and skilled labour, and so on. 

The most important of the economic factors retarding our 
economic is the shortage of capital. Whether it is in¬ 

dustry or agriculture' suitable capita equipment is absolutely 
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essential to carry it on. The bulk of the capital we have, it is 
invested in real estate or jewellery or kept in hoards. Conse¬ 
quently, it is not available for investment for economic develop¬ 
ment. 

We are caught up in a vicious circle of poverty. “It implies 
a circular constellation of forces tending to act and react upon ’ 
one another in such a way as to keep a poor country in a state 
of poverty. A country is poor because it is poor”. (Nurkse). 
Capital formation is the crux of the problem. The rate of capi¬ 
tal formation in India is hardly 10% whereas 15-20% is consi¬ 
dered to be the rate essential for bringing about economic deve¬ 
lopment at a reasonable rate. Being deficit in domestic capital, 
we have to rely on external aid for the execution of our planned 
projects and foreign aid is not easily and always available and 
in the desired quantity. During the last few years India has been 
faced with acute shortage of foreign exchange which has held up 
or delayed several projects. Shortage of capital combined with 
the lack of entrepreneurial talent and technical know-how are 
some of the major factors impeding our economic growth. 

Political Factors 

India is a democracy and we are pledged to planning under a 
democratic framework. This necessarily involves delays and com¬ 
promises. Besides, there are political pulls exercised in the loca¬ 
tion of industrial units which may turn out to be irrational. 
Political workers are busy vote-catching for the next election 
rather than in solid economic work. Thus economic regenera¬ 
tion of the country is thrown in the background and policies are 
pursued for their own sake. Pew political leaders throw their 
might on the side of economic development. With less popular 
zeal and enthusiasm at its back economic progress cannot go on 
with speed. Only when the various elements in the national life 
go all out can we attain a maximum rate of growth. 

Our leaders were first fighting an alien rule which was large¬ 
ly responsible for our underdevelopment and now the leaders 
are fighting among themselves jockeying for positions. Only a 
very secondary position is given in their thoughts to the economic 
progress of the country. For selfish reasons the leaders will not 
hesitate in exploiting situations to provoke strikes which are 
quite common in our country and which necessarily hamper 
economic activity. With shifting political leadership or leader¬ 
ship motivated by selfish interests, entrepreneurs cannot be sure 
about economic policy. 

Uncertain policy makes a bad climate for long-term invest¬ 
ment. Pear of nationalisation is also always hanging over head 
like Damocles’ sword. Thus politics vitiate the very climate for' 
economic development. Lack of clean and efficient administra¬ 
tion must also share the blame. With universal and deep.-roote<l 
corruption when 'cyerybody is trying to 
will think of the. country and its progress! f ' v 
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Social Factors 

Like other under-developed countries, it India too the social 
structure is inimical to economic development. The main fea¬ 
tures of Indian society—caste system, joint family system, its 
peculiar laws of inheritance—are all prejudicial to economic deve¬ 
lopment each in its own way. For example, the joint family 
system by thinly spreading the family earnings over a large 
number of the members of the family is a positive discourage¬ 
ment to savings. The extravagance at social ceremonies and 
the social custom of giving a dowry on a daughter’s marriage 
consume the whole life’s savings and militate against capital- 
formation which is so very necessary for accelerating economic 
development. 

Defective Planning and Implementation. The slow econo¬ 
mic growth in India is to no small measure due to defective pj. 
ning. Our plans are rather overambitious. We try to do too 
many things at the same time and try to achieve too high targets 
within a short time. Our scarce resources are thus thinly spread 
over too many objectives and we discover at the end that selec¬ 
tive approach would have been more fruitful. It might have 
been better perhaps to choose certain strategic areas for deve¬ 
lopment, Agriculture did not get as much priority in the Third 
Plan as it deserved. Sometimes we give priority to producer 
goods industries and at others, as in the Fourth Plan, we think 
consumer goods industries deserve greater industry, and so on. 
Inexperience in planning and the lack of suitable machinery for 
execution and evaluation of projects are also responsible for slow 
economic growth. 

These are a few factors responsible for slow rate of economic 
growth of the country, prominent among them being lack of ade¬ 
quate irrigation facilities, too little or too much rainfall, shortage 
of capital, transport bottlenecks, defective economic policy, defec¬ 
tive planning and its implementation. 

Problem of Deficit Finaiming 

It is not possible to give a precise definition of deficit financ- 
ing applicable to all countries at all times. The definitions of 
deficit finaucing adopted in different countries and by different 
economists vary widely with each other. The definition of deficit 
financing adopted by the Planning Commission in India is that 
it is equal to the net mcrease in the purchasing power of the eco¬ 
nomy arising out of the budgetary operations of the government. 
Deficit financing k said to have been practiced whenever govern¬ 
ment expenditure exceeds the receipts such as taxes, fees, surpluses 
from public undertaking, borrowings from the public. Such an 
excess of government expenditure can be financed either by draw¬ 
ing down the cash balances of the government (held in the Re¬ 
serve Bank of India or in State Treasuries) r)r by borrowings from 
the Reser.vftJB«^kt of India. Both these matl^ds of financing the 
deficit wl6^ ha’f^ the effeqt of expanding^^ponoy supply held by 
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the public. Thus the Indian definition of deficit financing is that 
it is that part of government expenditure which is met either by 
drawing down the cash balances of the government or by resorting: 
to borrowing from the Reserve Bank of India. This definition of 
deficit financing therefore identifies it with that part of gover’j- 
ment expenditure the finance of which leads to a net increase in 
money supply. In this connexion it may be pointed out that when 
the Union Government borrows from the Reserve Bank, then the 
Reserve Bank which is a notedssuing authority, simply issues more 
notes and gives them to the government against rupee securities 
of the government. Thus deficit financing in the ultimate analysis, 
means, issuing of more notes. As a result, currency in circulation 
expands. 

Deficit Financing and Economic Development 

What scope is therefore for deficit financing to be used as an 
instrument of economic development in the underdeveloped coun¬ 
tries like India? The problem in these countries is to accelerate- 
the rate of economic development so as to rake the standards of 
living of the people. Rapid economic development can be achiev¬ 
ed only by stepping up the rate of investment or capital formation. 
The government m India has launched Five-Year Plans to quicken 
the rate of investment and economic growth. 

But additional financial resources are required to increase 
the rate of investment. The additional resources, in the absence 
of sufficient foreign aid, can come out only through increased 
domestic savings and these being channelised along productive 
lines. One way of increasing domestic savings is through addi¬ 
tional voluntary efforts on the part of the people These savings 
are then utilized through national small savings schemes to add io 
the resources available to the government. But in a country 
where a majority of the people are living on the subsistence 
level, the margin between income and consumption is very low 
so that voluntary savings, howsoever welcome, cannot by them¬ 
selves provide sufficient resources for development. The govern¬ 
ment may also attempt to increase the volume of resources by 
additional taxes. During the last few years, taxes have been 
increasing in our country to find resources for development 
schemes. Yet because of extreme poverty of the groat mass of 
the people, additional taxation beyond a point raises difficult 
problems, both economic and political. Therefore, in their 
anxiety to implement development schemes, the governments are 
compelled to resort to deficit financing. 

The Planning Commission have given due place to deficit fin¬ 
ancing in the financing of our Plans. In the First Five-Year 
Plan, of the total actual Plan outlay of Rs. 1,960 crores in the- 
public sector, about 20% of the outlay worth Rs. 420 crores 
was financed through deficit financing. In the Second Five-Year 
Plan, out of the total outlay in the public secafewt^j^ Bs, 4,800 
crores, one-fourth, iie., Rs. 1,200 crores, was to be hai^ ifil^augh 
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deficit fiaancing. The actual amount of deficit financing during 
the Second Plan waa however Ks. 948 crores out of the total 
actual outlay of Rs. 4,600 crores. The provision for deficit financ¬ 
ing in the Third Plan is Rs. 550 crores. 

Serious efforts should he made to increase the level of national 
production along with the increase in money supply. * 

The deficit financing during the First Five-Year Plan did not 
do any mischief. There was more than proportionate increase in 
agricultural production, accompanied by more favourable balance 
of payments and higher foreign exchange reserves. Deficit financ¬ 
ing did not exert any inflationary prassures; on the other hand, the 
wholesale price index went down from 100 in 1952-53 to 99.2 in 
1955-56, But real dose of deficit financing came in the Second 
Plan, There was deficit financing to the tune of Rs. 948 crores, 
nearly double of what it was in the First Plan, It had a positively 
inflationary effect. The wholesale price index sliot up from 99.2 to 
127.5 between 195G-57 and 1960-61. Tlie working class cost of liv¬ 
ing went up to 130 in March 1963 (base 1919=100). The whole¬ 
sale price index (base 1952-53 = 100) for all eouimoditk*s rose to 
131.4 and for food articles 138.8 by May 4, 1963. Scared by infla¬ 
tionary forces, India reduced deficit financing in the Third Plan to 
Rs. 550 crores. During 1961-62 Ks. 121.30 crores were secured 
from deficit financi* and Ks. 88 84 crores in 1962-63 (B.E,). Deficit 
financing projiosed in 1903-61 (B.E.) was Rs. 151 crore.s. 

Deficit Financing and Inflation 

Since deficit financing involves the expansion of money supply 
with the public, it has inflationary potential. Rut if tlie supply 
of output, especially that of consum(‘r }>oods, is increasing when 
deficit financing is being done, there is no danger of inflation. 
Therefore it should not bo presumed that deficit financing neces¬ 
sarily leads to inflation. Deficit financing generates inflationary 
pressures only when the supply of output cannot be increased so 
as to match the new money which becomes available through 
deficit financing. 

Deficit financing practiced during the depression in advanced 
countries does not generate inflationary pressures because of the 
elastic nature of the supply curves of output. Additional govern¬ 
ment expenditure leads to an increase in effective dvmand, depend¬ 
ing upon the niagnilude of multiiilier. Similarly, when supply of 
output can be increased to match additional demand, there are no 
inflationary pressures. In advanced countries, during the depres¬ 
sion, there is lot of excess capacity in the system so that an increase 
in output presents no difficult problems. 

The situatiofi in under-developed countries is however different. 
Here an increase in investment does create additional demand but 
a corresponding increase in the supply of output cannot be taken 
for grant^v^ilfatly, an under-developed country suffers from the 
dearth of^^al ind there is no excess capacity to be utUked for 
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creating additional supply of consumer goods. Besides, the basic 
wage goods industry, i.e., agriculture, suffers from an inelastic 
supply curve in the short run. The farmer’s ability to increase hia 
output is very limited. His holding is a tiny one and often lies' 
scattered all over the village, he lacks resources to buy more and 
better seeds and manures, irrigation facilities are lacking so tliat 
even with the best will in the world, unaided by any outside agency, 
the farmer’s efforts to increase his output may not bear fruit. 3n 
the absence of elastic supply of consumer goods, a development 
plan carries with it a great inflationary bias. 

In the early stages of development, the inflationary danger is 
very real indeed. This is because of the urgent need to invest large 
sum.s in long-term projects such as building of big dams, steel 
plants, machine-making industry and other types of heavy and 
basic industries as well as in the development of transport and 
communication system. Investment in such long-term projects 
does create additional demand, but these projects do not add to 
the supply of consumer goods in the short run. In the short run 
prices generally shoot up under the pressure of excessive demand 
for consumer goods. And once inflationary spiral starts ope¬ 
rating, it is difficult to control it. 

Deficit Financing within Limits is Very Useful 

From above it should not be gathered that every and any 
amount of deficit financing is harmful. Deficit financing of a 
reasonable amount is very useful. A reasonable dose of deficit 
financing helps the development of the economy. In an under¬ 
developed country like India, a huge amount of natural and 
human resources are lying unutilized and under-utilized. "Witl? 
the help of deficit financing these unutilized and under-urilized 
resources can be employed for productive purposes. If deficit 
financing is used to invest in those projects or schemes such as 
small irrigation works, land reclamation schemes, which > ield 
quick results, then the danger of inflation is not there. The.se- 
quiek-yielding projects will increase the supply of consumer 
goods in the immediate period and will therefore prevent the- 
creation of inflationary pressures. Further, if under the deve¬ 
lopment plans, serious efforts are made by the government to 
help the farmers to increase agricultural production by providing 
them with superior seeds, fertilizers and irrigation facilities in 
time and in adequate quantities, then the supply of agricultural 
goods can be made elastic. To the extent we are able to increase 
agricultural production, to that extent we can safely do deficit 
financing. Since the income elasticity of demand for foodgrains 
is very high in India, the incomes generated by the investment 
outlay under the development plans are mostly directed to the 
purchase of foodgrains. If we succeed in raising agricultural 
production, then a reasonable dose of deficit financing will not 
result in inflation. 

Further, as the economy develops, the monetary kector ex¬ 
pands. In other words, as the economy, grows, it beeoinea more 
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monetized. As a result of the expansion of monetary sector, 
needs for money increase. If new money is created to match 
this extra needs for money, then that will not prove inflationary. 

Moreover, with the general growth of the economy under 
plans, the output of goods and services rises. There is, no harm 
in creating new money which will match this additional output 
made possible by the growth of economy. It is worth mention¬ 
ing here that the danger of deficit financing leading to inflationx 
is there in the short run. In the long run, productive invest¬ 
ments made under the plans will increa.se the productive capa¬ 
city and will therefore bear fruit in the form of greater supply 
of consumer goods. Thus mfiation created by productive invf>sP. 
ment in the short run is self-des+iuetive in the long run. But* 
there is real danger of short-run inflation becoming self-cumula¬ 
tive rather than self-destructive. Therefore the generation of 
inflationary pressures is required to bo prevented in the short 
run. If deficit financing is done to make investments in quick- 
yielding projects in both agriculture and industry, then the 
danger of inflation can be avoided. For instance, if new money 
is created to invest in quick-yielding schemes like building of 
wells, tube-wells, tanks and conservation of soil to get quick re¬ 
turns, it will not prove inflationary. 

Thus within limits, deficit financing is not only desirable but 
essential as well. It proves inflationary only when safe limit is 
crossed. Deficit financing can serve as a useful instrument of 
economic development if a right dose of it is taken considering 
the growth of the national production, especially that of food- 
grains and if it is used for financing those schemes or projects 
which yield quick returns. 

Developing countries in their bid to raise the standards of 
living of their people through development plans have often 
found themselves in the grip of inflation, Indian economy is 
no exception to this. In recent years, we are experiencing a seri¬ 
ous type of inflation. Prices have risen .so high that some people 
have begun doubting the very desirability of development plan¬ 
ning. The nature of inflation in India is however quite different 
from that found in advanced countries. In advanced countries 
true inflation starts after the level of full employment is attained. 
But in India huge unemployment and inflation exist together. 
In other words, in India serious type of inflation is in evidence 
long before the level of full-omployment is reached. 

In order to get the economy ont of depression, governments 
in advanced countries take various steps to increase the level 
of investment. The additional investment expenditure leads to 
an increase in effective demand depending upon the magnitude 
of the multiplier.. But this increase in investment and effective 
demand does not generate serious inflationary pressures because 
of the elastic nature of the supply curve of output. Instead, in¬ 
crease id investment and effective demand helps a great deal in 
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removing depression and unemployment which are caused by 
the lack of cfTective demand. 

The situation in India is however dijfferent. Here an in¬ 
crease in investment does create additional demand but a corres¬ 
ponding increase in the supply of output cannot be taken for . 
granted. Unemployment in India is not due to the lack of effec¬ 
tive demand but due to the dearth of real capital. But increase 
in the rate of capital formation requires stepping up the level 
of investment. Now under the Five-Year Plans we are making 
huge investment expenditure to increase the rate of capital for¬ 
mation and thus to obtain rapid economic growth. The huge in¬ 
vestment expenditure has led to a sharp increase in aggregate 
demand for consumer goods, espeeialJy for foodgrains. Since 
Hie supply of consumer goods has not been increased sufficiently 
to match the increase in demand for them, this has led to infla- 
tioniuy rise in prices. 

It is worth nieutiouing that it is the food prices which first 
started rising rapidly. The rise in food prices has been then 
followed by the rise in the prices of other eonsumor goods. 
The question now arises: Why the food prices first start rising 
rapidly. This is so because the vast majority of the people be¬ 
ing under-nourished, their income elasticity of demand for food 
is very high. As a result, a great('r part of the increa.se in de¬ 
mand generated by the investment expenditure made under the 
Five-Year Plans is directed to the foodgrains such a,s wheat 
and rice. Since the production of foodgrains has not been ade¬ 
quately increased due to the tiny size of farms, ineffieieni techni¬ 
ques of cultivation and lack of irrigation facilities, superior seeds 
and fertilizers, this has re.sulted in rising price.s of foodgrains. 
In India which is still predominantly agricultural, the prices of 
agricultural commodities, especially of foodgrains, hold the key 
position in the price structure of the country. Any distortion 
in the price structure leads to a distortion in the whole priee 
structure. 

Another factor which has been respoiLsible for increasing the 
pressure of demand for consumer goods is the rapid increase in 
population. Indian population is increasing at the rate of about 
2.5% annually—an explosive rate of growth. Tlius during the 
last four years, while population of India has increased by 9%, 
food production has remained practically stagnant. This explo¬ 
sive rate of population growth has greatly increased the i)ressuro 
on demand for consumer goods resulting in inflationary rise in 
prices. 

Prices have shown an upward tendency'since the beginning, 
of the Second Five-Year Plan. But in the recent years there have 
been sharp rises in prices. While there was 30% rise in the 
general price level under the Second Plan, there, has been a ris(» 
of 44.4% in food prices during the three years|j,^((l^i^,A half of 
the Third Plan. Since th? beginning of the Seeoim ^Fi’^^Year 
l^lan, there has been accelerated increase in the supply i4 zuon^ 
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liroajg'ht about by defioit financing by the government as well as 
credit expansion by the banks. The sharp increase in the sup¬ 
ply of money has been the result of investment (or develop¬ 
mental) expenditure and non-developmental expenditure both in 
tin* public sector and private sector. Since 1960-61 money supply 
has increased by over 30% and in the fifteen months, between the 
end of March 1963 and end of June 1964, money supply with 
public* increased by about Rs. 480 crores or by about 14.5%. On 
tlie demand side there is pressure from currency as well as of 
bank credit. 

Another factor responsible for the phenomenon of run-away 
prices is the considerable rise in plan and non-jilan expenditures 
both at the Centre and in the States. Between 1961-62 and 1964- 
65 expenditure on revenue account has gone up by Rs. 950 crores. 
Of this, over Rs. 550 crores is aecountc'd for by defence expendi¬ 
ture. Pl'in expenditure on both revenue and capital account 
has gone up during the same period. 

Now% this rajiiJ increase in the snpidy of money and con¬ 
siderable rise in the plan and non-plan expenditure lia.s brought 
about the increase in the demand for consumer goods, espe* ially 
fooclgrains. The fact that the supply of consumer goods, es¬ 
pecially foodgraius, has not been adecpiately increased, the prices 
have gone u]> under the pressure of demand. 

Another important factor which has aggravated the price 
situation is the ho^arding and profiteering by both the traders 
and producers. Huge stocks of foodirraius have be(*n hoarded 
by the traders in the recent years. This lia.s reduced the avail¬ 
able supjJies in the market, which liave accelerated the infla¬ 
tionary trends. Hoardings of huge stocks of foodgrains have 
been financed by the bank credit advanced to tlie traders as well 
as by the large black money they possess, h'urther, it has been 
observed that producers, e.specially big farmers and landlords, 
have also hoarded foodgrains in enormous quantity in anti¬ 
cipation of liighcr ])rices. The jihenomenon of hoarding and 
profiteering has as.sumcd serious proportions since the year 1962. 

Balance of Payments Problem 

Tt is the usual experience of all developing economies to 
have serious difficulties in their balance of payments. There is 
nothing novel or unexpected in this. This will be clear if we 
analyse the requirements of development and some of ic.s j'm- 
sequenceS. 

. The balance of'payments has two aspects: the import as¬ 
pect and the export aspect. On the imports side, we eau easily 
see that in the initial stages of development, the impoit bill must 
rapidly mount up from year to year. The country which has 
ehosen^^ tbe-^’^pp^ to rapid economic development must be pre¬ 
pared '.faefe n^vy imports. What is being attempted is the 
converi^p" of a predominantly agrarian economy into a highly 
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industrialised economy witbin a reasonable span of time. For 
this purpose, the country needs machinery, equipment and in¬ 
dustrial raw materials. It must also import technical know¬ 
how, All these things an under-developed country lacks and for 
them it must rely on foreign countries. An under-developed 
country •also lacks capital. It has therefore to borrow capital 
from abroad. The loans have to be* repaid and it has to meet 
yearly liabilities arising out of interest payments. All these 
•developments tilt the balance of payments against the develop¬ 
ing economy. 

Now let us see the export side. A developing country must 
build up of course an export surplus to pay for constantly pour¬ 
ing imports. But in the early stages of development, it is un¬ 
able to export much. It has yet to build up export industries. 
Most of the domestically produced materials are absorbed in the 
home manufactures. Nor can it spare capital for investment 
abroad because under-developed countries suffer from serious 
capital deficiency. The country is not advanced enough to ex¬ 
port services of any type. Most of the goods and services i)ro- 
duced at home are absorbed at home in a rising tempo of econo¬ 
mic development. 

The rising tempo of development expenditure fed by deficit 
financing unleashes the inflationary forces so that the country is 
good for selling to and not a good country to buy from. Inflation 
therefore adversely affects the balance of payments position. 

Rising imports and lagging behind or stagnant exports lead 
to the widening of the deficit on current account and there is a 
widening gap on the capital account too. The balance of pay¬ 
ments becomes increasingly unfavourable from year to year as 
development programme proceeds apace. 

How is this situation met? It is the generosity of foreign 
friendly countries which comes to the rescue. Foreign aid in 
the form of loans is sought and obtained. In addition foreign 
exchange reserves are drawn upon. International organisations 
like the T.M.F. also come forward to help the country out of the 
balance of payments difficulties. 

But no country can go on borrowing from abroad indefinite¬ 
ly, if it is to retain its credit-worthiness in international financial 
'Circles. Foreign reserves are not a bottomless pool. Ultimately 
the country must stand on its own legs and move to a stage call- 
•ed self-sustained growth. At this stage, it must find out of its 
resources all the means for economic development. It should be 
able to do without foreign aid. It must meet its import bill out 
of its own export earnings. The export earnings should bo MUfl- 
cient to cover not only development imports but also maintenance 
imports. It is neither desirable nor feasible to cut down imports 
(except the non-essential ones) without hampering economic 
development. The (^velopment targets must b<f •.,a;eli^eve(i and 
essential imports must continue to flow. Hence vigorotta and 
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determined drive in the direction of export promotion ia essen¬ 
tial. It is the only sane course to adopt. 

Economic development in India illustrates the effect of 
-economic development on balance of payments position, India 
has been facing serious difficulties in regard to her balance of 
payments since the beginning of Second Five-Year Flan. Un¬ 
able to produce herself all the machinery, equipment and materi¬ 
als, it had to look for foreign supplies. In the process of financ¬ 
ing these imports, the country was faced with large deficits in 
balance of payments. The First Five-Year Plan, however, was 
a pleasant raarprise. As against original estimate of the average 
annual deficit of Rs. 180—200 crorcs, the actual total deficit for 
the five-year period was only Rs. 12G crorcs. Instead of drawing 
•down of Rs. 200 crorcs of sterling balances, envisaged in the 
Plan, the actual drafts was Rs. 138 crorcs only. A series of 
bumper crops contributed to this happy result. Also, the pre- 
cess of cfonomic development had hardly begun. Things Jis- 
sumed their true complexion since the beginning of the Sccoi^d 
Plan. During the Second Plan, imports rose from Rs, 761 crorcs 
in 1955-56 to Rs. 1,100 crorcs in 1960-61, whereas exports were 
of the value of Rs, 640 erores in 1955-56 and Rs. 630.5 crores in 
1060-61. The current account (net) deficit in 1961-62 was Rs. 303 
crores and for 1962-63 Rs. 334 erores nearly. 

In view of our stagnant export receipts we have been in¬ 
creasingly seeking and getting foreign aid to meet our inflated 
import bill. At the end of March 196i our total foreign debt 
amounted to Rs. 1,769.54 erores. Th;x.s foreign loans have to be 
vaised not only to finance the purchase of machinery, equipment 
and materials required for the execution of the Third Plan esti¬ 
mated at Rs. 2,100 crores but also to service the existing debt 
-obligations amounting to nearly Rs. 500 crores. We have nearly 
finished all our sterling balances and we have been a habitual 
borrower from the l.M.P. At the beginning of the Fir.st Plan, 
the foreign a.s.sets of the Reserve Bank amounted to Rs. 884 
•crores. They declined by Rs. 138 erores in the First Plan and 
by Rs. 604 crores in the Second Plan. We have been losing these 
reserves at the rate of about Rs. 71 erores annually. 

It is realised that an export surplus must be built up to pay 
for our imports. Vigorous export drive is under way. Efforts 
are being made not only to boost our traditional exports like 
tea, ,iutc goods, textiles, tobacco, vegetable oils, etc,, but also to 
■diver'^ify our ex])orts by exporting now commodities and to new 
markets. Tlic aim is to reach a self^ustained growth by 1970. 
But this will be possible only if we are able to raise our annual 
exports to the level of Rs. 1,500 crores nearly. We have set up 
institutions like Exports Risks Insurance Corporation, Directo¬ 
rate of Export Promotion, Department of International Trado 
and various ^port promotion eouncils. • The Export Credit and 
'Ouarantee' Cotporation was established inh J’anuary 1964. Seve¬ 
ral fiscal incentives have been given l|ke ‘drawbacks of customs 
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and excise duties paid on goods exported abroad and incentivea 
like import entitlement against actual exports. There is no 
doubt that in course of time those efforts will boar fruit, Tlie 
year 1962-63 registered the highest rise in exports recorded in 
any single year. 

m 


Democratic Socialism 

“Philosophy of socialism has gradually permeated the entire 
structure of the society the world over, and almost the only points 
in dispute are the pace and the melhod.s of advance to its full 
realisation. India will have to go that way, too, if she seeks 
to end her poverty and inequality, though she may evolve her 
own methods and may adapt the ideal to the genius of their 
race.” This Avas said by Pt. Jawaharlal Nehru in his presiden¬ 
tial address to the Indian National Congress in 1929. Pt. Nehru 
started guiding the destinies of the Indian nation in 1947 on the 
attainment of Independence, We could naturally expect the pro¬ 
cess of socialism to start then. According to Industrial Kcsolu- 
tion of 1948, India decided to set up a mixed economy Avhercin 
an ever expanding public sector would play a vital role. In, 
accordance with the Directive Priiieiidcs of our (\)ustituti()n, the 
Indian Parliament in 1954 decided to establish in the country a 
socialistic pattern of society. In IJtGS at Jaipur t-ossion of tho 
All India Congre.ss Committee, the Congress, the ruling ])arty, 
pledged itself to “Democratic Socialism”, a structure of society 
based on democracy, dignity of the human individual and econo¬ 
mic and social justice. Tlie concept of socialism is not alien to 
Indian thought, outlook and culture. Indian poets, philosophers, 
thinkers and spiritual leaders have always envisaged a social 
order based on equality of man and free from poverty and 
hunger. We have now a democratic constitution biit we have 
also been keen on giving it a socialist tinge. Soeiali'-m is the in¬ 
evitable outcome of democracy. Political dcinoeracy has no 
meaning, if it does not embrace economic democracy and econo¬ 
mic democracy is nothing but socialism. Similarly, socialism 
without democracy is meaningless. Hence democratic socialism. 

Meaning and Content. Perhaps no word has exercised the 
modern world as ‘socialism’ has and it is often said that there 
are as many types of socialism as there are socialists. But the 
broad meaning of socialism is fairly clear and about which there 
is a fair degree of unanimity, Socialism refei*s to an economic 
order in which there is more or less economic equality and equal¬ 
ity of opportunity for all, that is, where inequalities of income 
and economic power have been reduced to the minimum. In 
such an economic order the interests of the community as a whole 
take precedence over the interest; of the individual and of groups, 
the guiding principle determining economic activity being social 
gain rather than private profit. All citizens must.. 5 i;^y/ a mini* 
mum measure of economic welfare. But our soeil^Bm liAs |o be 
demoeratie, so that' the human personality of' every iialdividuaT 
has the fullest expression or development. In other wor4a^ we 
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want to have a socialistic order based on economic freedom, i.e., 
freedom of enterprise, freedom of contract and the free right of 
the individual to own and use property. There should be a 
happy blend of democracy and socialism. 

What are the essentials of democratic socialism? ,We again 
r(‘fer to the Directive Principles laid down in the Indian Consti¬ 
tution. In consonance with these principles, a society has to be 
created, gradually of course, in which all have equal opportun¬ 
ities, all have a right to be provided with work, where the dis¬ 
parities in income and wealth have been reduced to the mini¬ 
mum, w’here there is no explohation of the economically weaker 
sections of the people by the stronger, and where social and poli¬ 
tical justice are accorded to all on Ihe basis of equality. It is to 
eliminate all disparities, privileges and exploitation. What is 
more important is that this tyjie of social order is to be created 
through a democratic process by the freely expressed opinions 
of the people’s reiircscntativcs chosen on the basis of universal 
adult franchise. Further, the society must continue to function 
on a demociatic base Democratic way of life must remain 
securely established. Democracy is as vital as economic welfare. 
Socialism, which socks to establish a happy human society free 
from exploitation in any form and free from all fear, will have 
no meaning if it is not attained and maintained by democratic 
method. Thus all forms of dictatorship are ruled out. This in 
short is the content of democratic socialism. True socialism can¬ 
not be built upon the rubble of poverty and liungcr. We must 
therefore work for economic abundance, though not affluence. 
To that end there must be the fullest mobilisation and efficient 
use of the country’s human and material resources. Thus demo¬ 
cratic socialism insists on democratic processes ensuring economic 
justice, progressive reduction of inequalities, a basic minimum 
standard of life, full employment and social security, it pro¬ 
vides an alternative to the acquisitive economy of private capi¬ 
talism and the regimentation of the totalitarian state. This is 
democracy plus socialism. 

Thus the main ingredients of democratic socialism are:— 

(i) Democratically functioning government machinery in 
the political as well as economic sphere; 

(ii) eauality of opportunity and removal of disabilities aris¬ 
ing from social (caste) and economic backwardness; 

(iii) equalities of income and wealth doing away with mono- 
polie,g and other forms of uneven industrial and land 
ownership; 

(iv) a high 1-evel of oconoirtic development; 

(v) ^ pilblic ownership of certain key industries and financial 
- 4j|^i»commercial industries but avoiding extensive state 

^ capitalism which results in concentration of political’ 
'and economic power in the same authorities, for that 
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wolild be Marxian socialism and not democratic social¬ 
ism; 

(vi) a compreheuBive scheme of social security, organisation 
of economic life conforming to the principles of justice 
and guaranteeing a minimum standard of living to all; 

(vii) planned central direction as well as decentralisation of 
political and economic power compatible with the 
security of state; and 

(viii) increasing association of labour with management of 
industry as co-sharers in profits. 

Steps Taken So Far. Let us see now whether the talk of 
4ichieving socialist pattern or democratic socialism is a mere tall 
talk, as the opponents of the Indian National Congtess generally 
say, or whether some concrete steps have already been taken in 
the direction of achieving the goal. Are Ave serious about it or 
are we simply dogging socialism? From the 'little done and vast 
undone’ or judging how very very remote, almost invisible, the 
goal still is, one might exclaim in impathnjce that ‘socialist pat¬ 
tern’ or ‘democratic socialism’ are only cateh-Avords intended to 
confound the unAvary Indian citizen. This would, lioAvever, be 
too harsh a verdict. One cannot completely shut one’s eyes to 
some tangible measures which have been taken in this connec¬ 
tion. 

We have already set np a democratic structure and given 
ourselves a democratic constitution—guaranteeing to all citizens 
justice—^social, economic and political—liberty of thought, ex¬ 
pression, belief, faith and Avorship and equality of status and 
opportunity. Ihe Directive Principles of the Constitution pro¬ 
vide for removal of disparities in income and wealth and elimina¬ 
tion of social dLsabilities, the dignity of the individual and unity 
of the nation. We have thus embodied in our democratic consti¬ 
tution all the ingredients of a Socialist State. We have also 
'taken some positive steps to translate the Directive Principles 
into practice. 

Among the measures already adopted for the achievement 
of democratic socialism in the country, we might mention the 
following: 

(i) Zamindari system has been abolished and all types of 
intermediary rights almost completely eliminated so 
that the tiller of the soil has been put into direct rela¬ 
tion with the State; 

(ii) agrarian serfdom has also been made illegal and steps 
have been taken to provide land for the landless, thus 
eliminating the rural ‘have-nots’; 

(iii) Avhile small holdings are being consolidated into econo¬ 
mic holdings, ceilings have been put op. >higger'.^xi8ting 
holdings add also on future acquisitions so tlmt'the* 
gulf between .the big and the •small is narrowed down; 
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<iv) tenancy reforms have been introduced which guaran¬ 
tee security of tenure and fair rent along with several 
other facilities; 

(v) minimum wages have been fixed for agricultural 
labour; 

(vi) co-operative farming is being provided special faci¬ 
lities. Thus our agricultural policy is in keeping with 
the socialist ideology; 

(vii) in the industrial sphere, we have an ever-expanding 
public sector. Big and heavy industries have been 
reserved for the public sector; small-scale and cottage 
industries arc being gu’^en special support to build up 
a decentralised economy; industrial co-operatives have 
been given a definite place; 

(viii) Employees’ Provident Fund and Employees’ State Tii- 
surance Scheme provide a measure of social security 
to industrial labour, though they are only a beginning 
of social security in India; 

■(Lx) in the social sphere, untouchability has been abolished 
and imposition of any disabilities on account of iiu- 
touchability has been made a punishable offence. The 
Constitution expressly prohibits any discrimination 
against any citizen on grounds of religion, race, caste 
or colour and of access to public shops and re.sta,urants 
and places of ])ublic entertainment of any kind or of 
use of public w'clls, tanks, bathing ghats, roads and 
other jfiaces of public resort; 

(x) disparities of income are being reduced through steep¬ 
ly progressive taxes: income tax, super tax, surcharge 
on income lax and additional surcharge thereon, 
wealth tax. expenditure tax, death duties?, etc. The 
inequalities of income and wealth have not been re¬ 
moved altogether nor is it a practical proposition. In 
no socialist state has it been possible to obliterate in¬ 
equalities altogether; 

(xi) in the sphere of commerce and transport. Reserve 
Bank has been nationalised. State Bank has been 
created by nationalising Imperial Bank of India; all 
life insurance companies have been taken over by the 
State and there is a clamour for nationalising all the 
banks. The entire railway system is owned by the 
State, Motor transport is being nationalised in the 
various States. Ship-building and aircraft manufac¬ 
ture is also under the aegis of state enterprise; 

(xii) another socialistic measure is that the Constitution 
...has been amended to facdlitate further nationalisation. 
Tliider the ainendjnc'ut the amount of compcn.sation 

* payable is no longer a justiciable issue. 
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Conolnsion. These are a few indicators of the trends to¬ 
wards democratic socialism. But it will be idle to pretend ibat 
we are anywhere near the goal or lhat we can attain it in any 
foreseeable future, For some time at least it will serve more as 
a political slogan than a concrete and realisable objective. To be 
realistic w<* must take it that private sector will stay. Since for 
some years our emphasis is more on production rather than on 
distribution, wo have to humour the private sector which means 
it will become stronger and not weaker. It is also clear chat in 
the agrarian sector, joint eo>operative farming cannot be thrust 
on unwilling peasants. Most of the land legislation enacted fo 
far has remained a dead letter because the big landlords have ad¬ 
opted various subterfuges to dodge the land laws. There is no 
doubt that equal opportunities are being created for the poor 
and the under-privileged by means of scholarships and other 
aids, but there is little evidence of inequalities being reduced. 
To attain equality of income and wealth in a poor and under¬ 
developed country is a myth and a mirage. Equality is as much 
a product of aflluenee as of socialism. Kising prices have eco¬ 
nomically ruined the small peasant, the factory worker and the 
middle and the fixed-income classes. The big man, a zamindar 
or an industrialist, thrives through corruption and becomes fat¬ 
ter and fatter so lhat the gulf seems to be widening between the 
‘haves’ and ‘have-nots’. We must thcrofoi*e take democratic 
socialism more as an inspiring ideal and a distant goal rather 
than a concrete reality. Rapid economic development is the 
panacea for most economic and political ills. It will take us 
more rapidly towards our goal of democratic socialism. 

“What is most important is to keep in mind the basic truth 
that economic development is a democratising and socialistic nro- 
cess. It continues widening the mental and material horizon of the 
lowest human creature with a view to ensuring continuous rise 
in the national economic index. Without expansion of the eco¬ 
nomic capacity of the poorest human creature, it is impossible for 
the national index to register continuous progress. On the other 
hand, unless the national politico-economic climate most congeni¬ 
al to investment in human and physical resources is created, the 
horizon of common man would fail to expand to sustain economic 
development as a continuous process. If economic development 
is to be a continuous process, it cannot be confined to any nar¬ 
row sector, say, the private monopoly sector. If the national 
mind is decided on the issue of a continuous and high rate of-, 
economic development, socialism will be the inevitable .conse¬ 
quence in all sectors—farm and factories.”^ 

The Problem of Inequality—^Mahalanobis Oommittee Report ‘ 

One of the most pr^*ssing problems that is * f being statesmen in 
our times is the problem of reducing inequalities eud 

1. G. 8. Mandal|,an artiele on ‘ Heflections ou Democrjiey^ 

Pam Economy’ in Econvmie Weekly, January 19, 1964. 
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wealth. Inequality is the inevitable outcome of the system of 
private properly, "While it is perpetuated by laws of inheritance 
it arises on account of differences iu natural qualities or acquii-ed 
talent or from luck and opportunity; and it is supported and 
strengthened by family influence. Economic inequality leads lo 
serious consequences, e.g., class-conflict, exploitation, political 
domination, moral degradation, and is opposed to the dignity of 
man. It is therefore an earnest endeavour of all modern States 
to redress these inequalities by measures like minimum wage fixa¬ 
tion, provision of social security and equality of opportunity, 
steeply-graded taxation, etc. 

The Indian planners have been much worried about the con¬ 
centration of economic power in a few hands. The country is 
pledged to the c.slablishinent of socialist pattern of society and 
reduction and eventual elimination of inequalities of income and 
wealth. The anxiety of the jdanners is to ensure that benefits 
of development should infiltrate as much as possible to the lower 
strata of society. Wo must combine industrialisation with social 
justice and economic development, with dispersal of economic 
power. The Indian Government is pledged to jmrsue policies 
that vill further the twin objectives of lessening economic in¬ 
equalities and promoting economic growth. 

For some time there has been a clamour from the press and 
the jilatform to tind oid if lh(‘ masses have really benefited from 
the decade or so of devclojiment that we have gone through. 
The late Prime Minister Nehru made a statement iu the Lok 
Sabha that it was desirable to appoint an expert committee to 
inquire into how the additional income generated in the first 
tv\'o Plans has been spread in the country. Accordingly, a 
Committee was appointed by the Planning Commission in Oelo- 
ber I960 under the Chairmanshi]) of Prof. P. C. Mahalatiobis. 
The report of the Committee was publislied in February 1964. 
The Committee has arrived at a disturbing eonelusion that “des¬ 
pite all countervailing measures, the eoncontration of economic 
power iu the private sector is more than which could be justified 
as necessary on functional grounds and it exists both in genci alia- 
ed and specific forms”. Already the economic inequality in India 
was very great but it has been rendered greater still during Iho 
first decade of planning. As revealed by Mahalanobls report 
though there has been some reduction in inequality in the rural 
sector there has been some increase in incqualitj’’ in the urban 
sector. Although some classes, e.g., teachers, have got increased 
relatir^' incomes, agricultural labour which cemstitutes the masses; 
have not made any advance. The wide range of variation that 
one finds between the top and the bottom tenths of population 
clearly reveals the existence of concentration of economic power 
in the country in it^ most generalised form. 




Inequality 

"SVift “may mention here a few facts which to substantiate 
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the fact that there is now greater inequality and concentration 
of economic power than before planning. From the estimates 
prepared by the Reserve Bank it appears that the top 10% of 
the householders account for 23 to 28% of the income, while the 
bottom 20% for 7.5% to 8%. The data collected by the Council 
of Applied Economic Research reveal that the lowest 10% of the 
population had only 1.3% of the share of aggregate household 
income after tax, while the top 10% had a share of 40.4%. 

There is a fair degree of concentration of personal wealth 
in the form of land as well as company shares. In 1960, the 
companies having a paid-up capital of Rs. 50 lakhs and above 
constituted only 1.6% of the total number of companies but 
claimed 53% of the total paid-up capital. The concentration of 
control in the industrial sector as a whole is even more menacing 
than in any particular industry. Studies by Dr. R. K. Hazari 
show that the 20 leading groups had an interest of one kind or 
another in 963 companies with a share capital of Rs. 236 crores in 
1951 and 1,073 companies with a share capital of Rs. 352 crores 
in 1958 (excluding Government companies). These eompaniea 
accounted for 29.2% and 32.4% of the share capital of non- 
Government companies in 1951 and 1958 respectively. The net 
physical assets of 20 leading groups in 1958 stood at Rs. 501 
crores and gross capital stock at Rs. 1,102 crores. This reveals 
an impressive picture of concentration of economic power in the 
entire corporate private sector. There is a high degree of con¬ 
centration in the banking sector loo. The aggregate share of the- 
15 top banks having deposits of Rs. 25 crores and above in total 
deposits of 363 Indian Joint Stock banks during 1959 was 78%. 
To make their control firmer and more effective the top indus¬ 
trialists try to control the newspapers through direct ownership 
as well as indirectly through membership of their boards. The 
inter-linking between industry and newsjiaper exists in India to 
a much larger extent than in any other democratic country. Ac¬ 
cording to the figures given in the Report of the Registrar of 
Newspapers for 1960 as much a.s 67.5% of the total circulation 
of dailies came under the ownership of chains, groups and multi¬ 
ple units. 

Other Main Findings of the Mahalanobis Committee 

(1) The largest part of the additional income during the 
decade 1950-51 to 1960-61 had to be used to compensate for the 
growth in population and only little over 28% or a quarter of 
the additional income was available for the net increase in per 
capita consumption. The total available for investment amount¬ 
ed only to Rs. 9,560 crores out of the total additional income of 
Rs. 19,000 crores. 

(2) There is some reduction in equality of'ihcom aipony 
the tax-paying group as a whole, except the puye tel^^ eti|Sier» 
where the picture is mixed. 
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(3) Trends in wages and salaries received by selected occu¬ 
pation groups over the decade indicate that with the notable ex¬ 
ception of agricultural labourers, the growth in income of em¬ 
ployees generally kept pace with the growth in average income 
per employed person for the country as a whole. In jgarticular, 
the growth in incomes of mining and factory workers^ has kept 
ahead of the rate of growth in average income per employed 
person. 

(4) Over the period 1951-59 the average incomes received 
by the contractors have registered the highest increase. 

(5) Self-employed persons engaged in business (manufac¬ 
ture, trade, transport and finaneia] business) and the salaried 
class among the tax-payers have also increased their income but 
the rate of growth in their incomes has just kept pace with the 
rate at which average income per employed person has grown. 

(C) There is no clear indication of a significant change in 
income distribution over the plan decade, 

(7) The degree of inequality in wealth distribution is higher 
than that in income distribution. 

(8) Even after 10 years of planning and despite fairly heavy 
schemes of taxation on the upper incomes, there is a considerable 
measure of concentration in urban incomes. This would also- 
hold for rural incomes, a,s in their case even the burden of taxa¬ 
tion is not heavy on the higher ranges of incomes, 

(9) The distribution of wealth by size of holdings of agri¬ 
cultural land is extremely unequal. 

(10) While the number of companies is large, a small num¬ 
ber of companies accounts for a large portion of their paid-up- 
capital. 

Thus according to the Mahalanobis Committee there exists at 
the end of 10 years of planning a considerable degree of inequal¬ 
ity in the distribution of economic assets and concentration of 
economic power in the hands of a numerically small section of 
the population. There is concentration of economic power with¬ 
in the economy in terms of income, property and especially con¬ 
trol over the non-Government corporate sector. The Committee 
adds that there is also a considerable measure of inequality in 
the distribution of income and wealth in several other developed 
and developing countries. But that is a poor consolation for us 
If a bad thing exists elsewhere, it does not become good here. 

Factors Helping Concentration of Economic Power 

Several forces and factors operating in the economy during 
the last 10 years or so have increased concentration of economic- 
power and,- h^e thus created economic inequalities. It seems to 
be an ir^r^table outcome of the process of development. 

(1) Finiwrial Aid. The growth of the private sector in in- 
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•dnstry and espedally of the big companies has been facilitated 
by the financial assistance from the financial institutions like the 
Industrial Finance Corporation, and other institutions like ln> 
•dustrial Development Corporation. 

(2) Bank Credit. The bank credit hjw also played an im-, 
pressive role in financing the growth of industry. The main 
beneficiaries of the bank credit being made increasingly avail¬ 
able in the last few years have been the big and medium enter¬ 
prises. The advances to small enterprises in 1960 were insignifi¬ 
cant, barely 5% of the total bank advances to industries. 

(3) L.I.O. Support. The Life Insurance Corporation, which 
is a nationalised institution, helps the big business in industry by 
holding stock exchange securities. 

(4) Individual Financiers. The individual financiers and 
investors too show a preference for investing in shares of large 
•companies. 

“Thus the operation of the economic system with its criteria 
of credit-worthiness and security for lending and investment, 
tends to support the largo and established entcri)iise against the 
small and struggling entrepreneur.'’ 

(5) Government Policy. During the i^eriod of planning, the 
Government policy also has been responsible for the growth of 
big corajianies. In addition to avoiding a protected market and 
the necessary overhead facilities and maintaining a budget policy 
with a mildly inflationary trend, the Government has been pro¬ 
moting the growth of private industry by extensive tax incen¬ 
tives. The bigger businessman lias been in a better position to 
take advantage of these tax concessions and rebates and has 
been consequently flourishing. 

(6) Economies of Scale. The economies of scale arising out 
of administrative and financial integration also help in the crea¬ 
tion of bigger business units. They have tended to grow bigger 
and bigger. 

(7) Inter-locking Devices. In addition to common managing 
agencies, there are common directors or inter-locking directorates, 
inter-locking between directorship of banks and non-Govemment 
industrial undertakings. Foreign collaboration and technical 
know-how have also been available to big businesses. Inter¬ 
corporate investment has been the main instrument for the con¬ 
trol of companies. 

There have been thus several influences at work which have 
facilitated the creation of bigger industrial units and consequent 
concentration of economic power. 

Bemedies 

It must be concealed that the growth of big bi^i^jess as such, 
though indicating the existence of economic 40?* 

not necessarily mean an anti-social develbp^fe't. 
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after the First World War rationalisation of industry (which was 
called New Industrial Revolution), involviup amalgamation and 
closing of small uneconomic units, was deliberately encouraged 
and supported by the State. Prom Germany the (movement 
fc'pread elsewhere. The movement was intended to cut down costs 
and increase the competitive strength of the industry in foreign 
competitions. In our drive to increase export earnings, cutting 
down of costs is a great necessity. From this point of view, 
growth of big business should bo welcome. But human nature 
being what it is, it becomes necessary to adopt measures to curb 
profit-hunting propensities of big business and turn them into 
instruments of social good rather than of private gain, 

Splitting of big businessefi into smaller units is no remedy. 
It will turn them into uneconomic units and wilj lead to waste. 
On purely economic grounds, therefore, we must be prepared to 
reconcile ourselves to the existence of large business units, especi¬ 
ally in tlie context of our scarce resources and the imperative 
need for making the most economic utili',atiou of these resources. 
What we must do is to safeguard against the emergence of 
aiiti-.soeial consequences from the otherwise economically .iustifi- 
able localised concentration in tlie form of big units in one hidus- 
try or the other. There is every reason for controlling and 
regulating their operations so that they do not become inslru- 
montfi of exploitation and anti-soeial practices. 

The following eountervailing measures can be sugge.sttd to 
check unhealthy developments to reduce inequalities-— 

(11 Company Law Reforms. 'tIio Company Law Adminis¬ 
tration reports have revealed several types of malpractices and 
auti-social activities indulged in by th(‘ company raanagem^-nts. 
Series of amending acts passed in recent .a cars have failed to 
eliminate tlie abuses of the managing agency system so far, hhir- 
ther reforms are indicated, 

(2; LicenPing System. TTnder the Industries (Development 
and Regulation) Act, we have introduced the licensing system for 
the new industrial units. But the big business man is able to 
dodge and get over all obstacles to have his way. It is necessary 
to exerOise more careful scrutiny of the new industrial ventures 
and put a strong foot down on proposals which smack of concen¬ 
tration and monopoly, 

(3) Control over Capital Issues. Already the new capital 
issues are under Government control. But it seems the control 
has not been effective in checking monopolistic tendencies. More 
stringent control* should ,be exercised henceforward from tbis 
point’of view. 

." (4) Credit Control by Rei^e Bank. The selee- 

the Reserve Bank have .been in operation 
in so^'^eiQM now. They can also he tttilisra with atnoe 

cfF^i%6 restrain moaopolislic trends in busineas and industry. 
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(5) Scansion of Pnt^o Sector. The ezpaiisioii of the pub¬ 
lic sector industries should be undertaken in a big way as a 
counterpoise to the development of big business in private sector. 

(6) ISnoouragement of Small Entrepreneur. Small enter¬ 
prises should be specially encouraged in every possible manner 
so that they grow in vitality and make breaches in the mono¬ 
polistic power of the big business. 

(7) Co-operative Enterprise. Another instrument to balance 
the undue growth of big business in private sector is the decen¬ 
tralised sector in the form of co-operative enterprise. Co-opera¬ 
tion works for common good rather than for private and personal 
gain. Co-operation can give proper protection to the small pro¬ 
ducer as well as consumer. It can. therefore, fight to some ex¬ 
tent the evils of monopolistic organisations. 

(8) Encouragement of New Enterprise. Special concession 
and incentives may be provided to the new entrants in an indus¬ 
try where monopolistic tendencies have appeared. They can be 
used to break monopolies. But care has to be taken that the old, 
well-established coneerna do not appear under a new name to 
defeat this policy. 

(9) Taxation. Suitable taxes may be imposed on the grow¬ 
ing monopolies. Maximum limit may be imposed on dividends. 
The object is to take away Incentives to grow big to exploit the 
weak links in the economy without losing the benefits of the 
economies of scale. Steps should be taken to ensure that big 
businesses function more as trustees for the general welfare 
rather than to make profit for themselves. 

(10) Social Security. Fixing the minimum wages of the 
various categories of wages, widespread provision of unemploy¬ 
ment and sickness insurance benefits and old-age pensions are 
some of the measures that can he taken to make the poor less 
poor and thus narrow down the gulf between the rich and the 


poor, 

That the economic inequalities have been accentuated in 
India during the decade of planning shows that the strategy 
adopted so far to reduce mequalitiea has not been successful. 
There is need not only for intensification of the countervailing 
measures but honest and effective implementation of the mea¬ 
sures already adopted. It is neeessa^ to devise more adequate 
corrective measures in consonance with economic growth objec¬ 
tives. In the words of Mahalanobis Committee report, “the task 
is not easy. The country has a mixed economy; and the private 
sector has an important role to play in its planned economic 
development. Industrialisation has its own logic, and ndlher 
the economies of scale nor that of full utilisation of scarce talent 
4isun be Ignored with' impunity”. > , ^ 

' ^he’ Mahalanobis Committee «aggeBtaa*/.^t 

ahotild be set up to study the e:i^t of pb^centrat^l^ of 
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economic power and recommend suitable measures. Accordingly, 
the Monopoly Inquiry Commission was set up and started func¬ 
tioning in May 1964 under the chairmanship of Mr. Justice K. C. 
Das Gupta. Among other things the Monopolies Commission is 

(a) to inquire into the extent and effect of concentration of 
economic power in private hands and the prevalence of mono¬ 
polistic and restrictive practices, 

(b) to assess their social and economic consequence^ and 
the extent to which they might work to the common detriment, 
and 

(c) to suggest such legislative and other measures that 
might be considered necessary in the light of such inquiries. 

It is thus gratifying to note that the Government of India 
are quite alive to the dangers of monopolistic tendencies in a 
developing economy and arc anxious to safeguard common wel¬ 
fare from such menacing developments. 
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Balanced Regional 
Development 


Bteaning 

A great attention U being paid to balanced regional develop¬ 
ment in modern times. Economically advanced countries do not 
want that any region in their country should remain economic¬ 
ally baekwaid or under-developed. Developing countries also 
are anxious to avoid the evils arising from haphazard over-con¬ 
centration of industry in certain areas and they are keen on 
uniform economic development. There are few believers now in 
lansez-faire and global division of labour. On the other hand, 
Weber’s theory of industrial location as the basis of economic- 
planning draw.s increasing numbers of ardent supporters. Koyal 
(Commission on the Distribution of Industiial Population and the 
report of the Political and Ei'onomie Planning (P.E.P.) group paid 
lot of attention to the development of backward areas in England. 
The National Resources Planning Board thoroughly examined the 
question of regional planning in the U.S.A. The Tennesse Val¬ 
ley Authority (T.V.A.) has served as a model in the process of 
development of backward areas. Similarly in other industrialis¬ 
ed countries efforts are being directed towards the development of 
agricultural regions in order to harmonise the interests of both 
industrial cities, large country towns and villages in an inte¬ 
grated scheme of planned economic development. But what do- 
we exactly mean by balanced regional development? 

From one point of view, regional balance implies uniform 
distribution of the planned investment among different regions 
of the country. From another point of view, regional balance 
requires a distribution of investment in such a manner that the 
regional rates 6f. growth be equal, thus eliminating regional dis¬ 
parities of growtji rates that have prevailed so far. Neither of ’ 
these interpretatiohs is consistent with the accepted social ohjee- 
tivc of reduction of prevailing inequalities. Cb Contrary, 
they would lead to a situation of increas^g 



BALANCED RE<JIONAL DEVELOPMENT 


70> 


To i^^rtiinkh regional disparities, it is necessary that the back¬ 
ward regions should plan to have a higher rate of growth than 
the developed areas. Balanced regional development in the con¬ 
text of India's social goals can mean only this and nothing eke. 

JDaeirability * 

Regional balanced development is advocated on several 
pounds, social, economic and political. It is mainly advocated 
for redressing inequalities between regions and for raising living 
standards to a uniformly high level. “In anj’ comprehensive 
plan of development, it is axiomatic that the special need of less 
developed areas should receive due attention. The pattern of 
development must be so devised as to lead to balanced regional 
development”.' From the economic point of view, we advocate 
regional development for mobilisation and conservation of re¬ 
sources and for their most efficient utilisation. Left to itself, 
economic development tends to become uneven over a geographi¬ 
cal plane. There is a strong tendency for spatial clustering. “It 
clusters round a location nucleus till diminishing returns or other 
diseconomies of congestion begin to exert centrifugal effect.” 
Such a situation must be avoided so that resources are not wasi- 
■ed. Neglecting rural areas would mean imperfect utilisation of 
the available resources. From the social point of vievr, it is 
necessary to avoid the evils of eoneentration of huge mass of 
population in a few big industrial centres which lack accommo¬ 
dation, where diseases spread on account of congestion and where 
life is unhealthy and unhygienic and where the cost of living is 
very high. From the political poiiit of view also, it is necessary 
to pay attention to the development of all regions to avoid poli¬ 
tical discontent in neglected areas. A balanced regional deve¬ 
lopment will make for political stability. Benefits of investment 
must therefore be extended also to under-developed regions to 
buUd up a diversified economy. “Regionalism thus aims at a 
<iontinuity of the vast current of resources, energies and serviee>s 
for the permanence of the community through <*onservation and 
implementation, and not through exploitation, and transforma¬ 
tion of these resources, energies and services into higher values 
furnishing a permanent dynamics for human culture free from 
the artificiality aud emptiness of technological society. It esta- 
'blishes an equilibrium between the people and the heritage of 
the region”.* Thi,s is no doubt a very noble aim. Thus, within 
the resources available, every effort must be made to provide 
for balanced development as between different regions of the 
1 ‘Oqntry. There are no two opinions as to the desirability, nay 
urgent fiecessity, of a balanced regional development. Regional 
development means the economic development .of all the regions, 
raising their per capita income and living standards and fully 
^exploiting their natural and human resources’. * It does not, how- 

Plan, p. $0. 

S. .It. BC, |fnk«rjee-^-^£«o(aI. EecAogy, pp. 310-18. 
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ever, meaja economic self-sufficiency, because no region, however- 
rich, can in modern times attain self-sufficiency; no region can 
possess all the raw material, power resources, etc., or is capable 
of meeting all their requirements. 

IPdicatoQi of Backwardness 

The desirability of balanced regional development having 
been conceded, it now becomes necessary to spot out the under¬ 
developed areas so that attention may be paid to their develop¬ 
ment. This is the first step in the process of balanced regional 
development. The following are some of the indicators of econo¬ 
mic backwardness:— 

(a) Por Capita Income. One comprehensive test of a region’s 
backwardness is the low income }>er capita of the region as com¬ 
pared with per capita income of the nation as a whole. Per 
capita income is the essence of the level of economic activity in 
the region. Judged from this standard Bihar (per capita income 
Rs. 149), Uttar Pradesh (Rs. 178), Orissa (Rs. 187), Mysore 
(Rs. 203) and Madhya Pradesh (Rs. 216) must be adjudged back¬ 
ward against an All-India per capita income of Rs 255 in 1955- 
56. But each State has backward regions of its own. In Andhra 
Pradesh, districts of Warrangal (Rs. 147 per capita income) and 
Visakhapatnam (Rs. 167) are backward; in Assam Caro Hills 
(Rs. 144), Goalpara (Rs. 180) and Mko Hills (Rs. 182); in Bihai 
districts of Darbhanga (Rs. 96), Baran (Rs. 96), Muzaffamagar 
(Rs. 102) and Monghyr (Rs. 113); in Gujarat districts of Amroli 
(Rs. 174), Banaskatha (Rs. 179) and Panchmahal; in Madhya 
Pradesh the districts of Sidhi, Rewa and Rajgarh; in Madras the* 
districts of Salem, Ramnad and Chingleput; in Maharashtra the- 
districts of Biliar, North Satara, South Satara and Ratnagiri; in 
Mysore the districts of Tumkur, Mandya and Giilbarga; in Orissa 
the districts of Mayurbhanj, Balasore and Kalahandi; in Uttar 
Pradesh districts of Peoria (Rs. 98), Almora (Rs. 115), Azamgarh 
(Rs. 130), Tehri Garhwal (Rs. 84) and Basti (Rs 122); and in 
West Bengal Malda (Rs. 170), Midnapore (Rs. 184); Murshida- 
bad (Rs. 189), Nadia (Rs. 193) and West Dinajpur (Rs. 158). 
This is a short list of backward areas in India for whose develop¬ 
ment special attention is needed. 

(b) Agrkmlttiral Output Per Capita. Another index of 
under-development of a region is the low agricultural output per 
capita. It means that in these regions even agriculture is not 
being efficiently done. As against Rs. 187.21 for all States, the 
gross value of output per acre is Rs. 84.41 in Rajasthan, Rs, 125.20 
in Madhya Pradesh, Rs, 152 in Maharashtra, Rs. 153 in Gujarat 
and Rs. 164 in Himachal Pradesh. They are thus backward even 
from agricultural point of view. 

Other indicators are:— 

(e) Irrigated Area. 

(d) Xnduitilal Development. 
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In Bihar, Orissa and Madhya Pradesh, the pereentage eontri- 
bntion of manufactures to their total income ranges frmn 11% to 
14%, whereas the contribution of agriculture ranges from 54% 
to 59%. Obviously these States are economically backward. 

(e) Electrification. 

(f) Road Mileage. 

(g) Educational and Medical Facilities. 

These are some of the indicators which show’ the level of 
economic development attained by a rep ion. 

Measures 

Having spotted the under-developed areas on the basis 
of indicators mentioned above, we should now see what mea¬ 
sures are required to step up their dcvelo])ment. The mea¬ 
sures to be taken in this connection may be divided into (a) 
short-run measures and (b) long-run measures,- In the short run, 
avenues should be explored for large-.seale rural labour mobili¬ 
sation. Labour intensive projects would be most suitable in this 
connection. Investment intended for the backward areas should 
be made on low cost rural labour and locally available raw 
materials. What is necessary is to expand onployment opportun¬ 
ities for the rural population. This would add to their incomes 
and they will get a feeling of ‘better-offness’. Such agricultural 
and industrial projects shouM be selected as yield immediate 
returns. This would help future growth. Such projects arc 
minor irrigation works in the locality, land reclamation, affore¬ 
station, means of transport and communication, e.g., local roads, 
and such other projects as improve labour mobility. 

In the long run, it will b(‘ necessary gradually to locate in 
backward areas viable and economically efficient industrial units. 
This should be done in strictest regard to oe»>nomie efficiency. In 
other words, such industries should be established for the deve¬ 
lopment of which the region offers facilities in the way of raw 
materials or markets or other advantages. The Government 
may, however, give special facilities, e.g., favourable railway rates 
for carrying grains, price policies protoeting the growers from the 
vagaries of the free market as from the vagaries of nature by 
jneans of irrigation and other crop protection measures. ludua- 
trial investment is not the only way. Encouraging agricultural 
export and import substituting output would also be quite effec¬ 
tive. 


Another set of measures that can be safely adopted, and 
should be adopted without delay, relates to education, technical 
training and public health measures. It will enrich human capi¬ 
tal and develop skills which will assist future growth. It will 
also impro-vc income distribution and equality of opportunity. 
This W(a]i‘/|>e..j^ keeping with our goal of achieving a socialistic 
pattern^ ' 
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There are two approaches to the question of balanced region¬ 
al development: 

(a) Industry-to-industry Approach, and 

(b) Metropolitan Development Approach. 

According to the first approach, we prepare a list of indus¬ 
tries to be established or developed further and find for them 
suitable locations. Their location will be determined by the fact 
whether they are materials-oriented or market-oriented. Accord¬ 
ing to the metropolitan development approach, we take about 50 
big industrial cities and so devise the development of their neigh¬ 
bouring areas as to rainimisc the evils of concentration and con¬ 
gestion and also reap the benefits of favourable local factors. 
These two approaches indicate the more practical way than pre¬ 
paring a single plan of regional development for fh(‘ entire 
country. 

Criterion 

The guiding principle in these investment^ is the economical¬ 
ly efficient allocation of resources. Economic rationality is of 
crucial importance. We must respect ‘natural rhythm’ and 
‘natural sequence’ in economic development. It can be upset only 
at the cost of the development of other regions. Some areas are 
better endowed than otliers with natural resources. It will help 
national growth by concentrating investment in such fortunately 
placed areas. There is thuj^ a powerful temdemey and motivation 
to agglomerate industrial investment at selected areas because of 
external economies, e.g, social overheads, service industries, skill¬ 
ed labour pools, expert management and banking and other 
commercial facilities. “External economies then tend to accom¬ 
modate the induced resources with a growing pattern of inter¬ 
dependent industries. Economic growth thus becomes self-gene¬ 
rating ill a spatial configuration of the agglomerative tenden¬ 
cies.”* 

Thus regions with existing ad\antages can grow at a faster 
rate and their growth should be assisted in cver>’ possible inali¬ 
ner, It will have beneficial repercussions on the development 
of retarded areas. Rapidly growing areas yield surpluses for 
future investments; profits of expanding enterprises will facili¬ 
tate larger savings. They will first be ploughed back in those 
very enterprises but will, in course of time, be channelled to 
other regions. Thus new growing points will emerge in stagnant 
regions. “It is a paradoxical conclusion that for developing tlie 
retarded areas the growth of the more advanced areas must be 
encouraged, otherwise backward areas will be doomed to an 
even longer period of waiting and poverty,” Hence investments 
in the^ backward areas must be made subject to the paramount 
necessity of maintaining national growth' at the desired ri^e. 




ll W&rIo, S. S.: Technique of Planning, p. 205. 



BALANCED BBClONAL DEVELOPMENT 


n» 


In other words, expenditure in backward areas should have mim- 
mum adverse effect on national growth and savings. This is the 
fundamental principle. In the eontext of present Indian condi¬ 
tions any extensive investment in the direction of regional 
bi^anee is bound to interfere with securing even 5% rate of an¬ 
nual growth laid down in the Third Plan. The States must 
therefore avoid undesirable competition in what is called ‘cons¬ 
picuous investment’ and help to create an integrated national 
economy. 

Difficulties 

Some difficulties can obviously be anticipated in the way of 
the achievement of regional balance. In the first place, difficulty 
arises from the uneven distribution of national resources over 
regions so that every region cannot claim that all important in¬ 
dustries should be located there. Basic industries like iron and 
steel are resource-oriented and must be located in areas of iron 
ore deposits. The plant has to be of a size that a country can 
afford to sot up only a small number. This limits the possibility 
of geographical dispersal of planned investment on the basis of 
regional balance. Thus there is a conflict between the objective 
of having heavy industries and the goal of regional balance. The 
three new steel plants in India absorbed nearly 70% of the total 
investment in industrial projects in the public sector and had to 
be located purely on the basis of proximity to natural resource 
deposits. This difficulty can be overcome by wider dispersal of 
investment in agriculture, small industries, transport and com¬ 
munications, social services, etc. 

Another difficulty arises, as pointed out already, from the 
conflict between regional balance and rapid gi'owth of national 
output. Investment must be concentrated on a limited number 
of ‘growth points’ or ‘growth-poles’ as they are called. This 
refers to a small number of big industrial cities in India round 
which forms a nucleus of skilled labour, a ready supply of raw 
materials, cheap and efficient transi)ort, banking facilities and 
social overheads and other external economies. These economies 
make the city specially ^.ttractive for industrial location and 
atttacte more and more investment at the expense of other re¬ 
gions. This accentuates regional disparities. As Prof. Hirseh- 
mpjx saya, “Inter-regional inequality of growth is an inevitable 
concomitant and condition of growth itself”. But this applies 
largely to industrial development and has no relevance to agri¬ 
cultural development. But to the extent that ‘backward areas’ 
do not coincide with the ‘promising area’ from agricultural point 
of view, the pursuit of balanced regional development will reduce 
the rate of national growth. If the conflict between regional 
bidance and national growth cannot be resolved then the former 
must be,.subordinated to the latter. A certain proportion of the 
investment may still be reserved for the develop- 
bfnwwfeward regions with the object of reducing regional 
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inequalities^ It will also be possible to invest xelatively jaaore on. 
soeial overheads in backward areas. 

Then the difficulty arises from the political set-up. In a 
federal structure, each State scrambles for higher and higher 
allocation of national resources in its own boundaries. In this 
scramble tjjfc most violent Chief Minister may have the upper 
hand with little regard for economic considerations. This diffi¬ 
culty can be overcome by making the Planning Commission auto¬ 
nomous. 

There will also be a tendency for each region to'try to be put 
in the category of ‘backward areas’ as ajl castes scrambled for 
the ‘backward’ label to enjoy concessions. But this difficulty can 
be resolved by applying some objective criteria and indicators 
mentioned above. 

It must^also be added that so far India is concerned, the talk 
of balanced rv»gional development in the present economic condi¬ 
tions is more or lcj5>s academic. The rich countries of America and 
Europe, having reached the zenith of industrial progress, may 
well look round for backward areas for devclojimcnt. But India 
is a poor country and cannot just now afford this luxury. It 
will be foolish for India to fritter away its limited resources and 
thinly spread them over a vast area, some of which may not be 
congenial for rapid growth. Considering her limited resources, 
India must concentrate her investments on a few strategic points 
which quickly respond to efforts at development. We musft 
adopt what Asoka Mehta, Deputy Chairman of the Planning 
Commission, has called ‘selective approach’ in order to achieve 
quick results. Development of backward areas in the sense of 
industrialising them, must wait till our resources grow sufficiently 
to meet the requirements of balanced regional development. 

Balanced Begional Development and Five-Tear Flans 

The First Five-Year Plan was only preparatory and the 
question of baJaiiet‘d regional development did not rise at that 
stage. The Second Five-Year Plan recognised the necessity of 
keeping this problem fully in view. |t said. “In any compre¬ 
hensive plan of development, it is axiomatic that the special needs 
of less developed areas should receive due attention”. 

The more important programmes contained in the Second 
Plan were:— 

(i) The priority given to programmes like agriculture, eom- 
muuity development, irrigation, specially minor irrigation, local 
development works, etc.; 

(ii) provision of facilities such as power, water supply* trans¬ 
port and communications, training institutions, etc., in the area* 
lagging behind industrially; 

(iii) programmes for the expansion of village and* in* 

diustnes; and ^ 
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<iv) in the location of new enterpriaes^ whether public or 
private, consideration given to the need for developing a balanc¬ 
ed economy. 

In addition to these measures, the Second Plan envisaged an 
♦effort to promote greater mobility of labour between different 
parts of the country and to organise schemes of migration and! 
settlement from more to less densely populated areas. 

For less developed areas situated in various States as. 
Vidharba and Marathwada, eastern districts of U.P. and hiE 
areas in Punjab, special outlays were provided within the State- 
plans. The location of steel was settled on the basis of expert 
study and technical considerations, but all the same they have 
beneffted the backward areas. Among the other schemes under^ 
taken to benefit less developed areas may be mentioned the deve¬ 
lopment of lignite deposits in Arcot, iron ore in Orissa, bauxite 
deposits in Salem and lead deposits in Rajasthan. Several con¬ 
sumer goods industries and processing industries were establish¬ 
ed to foster regional patterns of development. Typical examples 
are the establishment of textile units in Rajasthan, Orissa, Assam 
and Punjab; sugar factories and distilleries in Andhra Pradesh, 
Madras, Mysore and Maharashtra; steel re-rolling mills in Assam, 
Madhya Pradesh, Kerala and North Bihar; and tyre and tubes 
factory and electric lamps factory in Kerala. Industrial estates 
are increasingly being located in smaller towns and rural areas. 

* The Second Plan, however, made only a beginning in the 
direction of achieving a balance in industrial development as be¬ 
tween different regions. It thus summed up the position: 
“Though the Second Plan will not provide solution to the pro¬ 
blem of the existing unbalanced growth of industries as between 
different regions, the problem has been kept in view and, through 
stress on research, mineral surveys and decentralisation of pro¬ 
duction, particularly in regard to agricultural processing indus¬ 
tries, the correct trends of development are being set in motion”.* 

The Third Five-Year Plan also emphasised the need for 
balanced development, ‘‘Balanced development of different parts 
of the country, extension of the benefits of economic progress to 
the less developed regions and widespread diffusion of industry 
a^e among the major aims of planned development”.® But it was 
pointed out that the balanced development could be achieved only 
in successive Five-Year Plans. “Expansion of economy and more 
rapid growth increase progressively the capacity to achieve better 
balance between national and regional development”. Since the- 
resources are limited, it is more economical at present to concen¬ 
trate them at those points in the economy at which the retuma 
are likely to be quick and large. The aim is the fullest possible 
utUisation of the resources of each region, so that it can contribute 

Fivg‘X«ar JPIm, ^ 416. 

Third J^fve-Yeor Pkm, p. 142 



INDIAN ECONOMICS 






11 


its best to the aationjil pool and take its due share from the beae- 
;fits aecruing from mationaJ development. 

The development envisaged in the Third Plan is more compre- 
'hensive and on a much larger scale. It therefore provides exten- 
.aive opportunities for the development of different parts of the 
KJOuntry. The State plans are oriented towards the development 
of backward areas. In addition to the role assigned to the State 
,plans, there are several important features of the Third Plan which 
.are intended to benefit the less developed areas. For instance, it 
provides for intensive development of agriculture, extension of 
irrigation* development of village and small industries, large-scale 
expansion of power, development of roads and road transport, 
provision for education, secondary, technical and vocational, 
achemes for water supply, etc. The large programme of rural 
wjrks incorporated in the Third Plan is expected to expand 
^opportunities for work. The Planning Commission allotted 
Rs. 3.5 crores to the State Governments for the local development 
•works programme. 

Some backward areas will have a significant share in indus- 
itrial development. For example, Orissa benefits from the ex¬ 
pansion of Rourkela Steel Plant and the establishment of fertilizer 
factory; Kerala will benefit from construction of shipyard; 
Andhra Pradesh from Visakhapalnam dock, expansion of the 
■^ipyard, and the Andhra paper mills; Madhya Pradesh benefits 
Troni Ncpa mills, the Bhilai Steel Plant and Heavy Electrical pro¬ 
ject. Other such projects are antibiotics factory, fertilizer fac¬ 
tory, refractories plant in Uttar Pradesh; development of copper 
♦deposits in Rajasthan, a machine tool factory in Punjab; Neyveli 
lignite plant and steel rolling mill in Madras, oil refinery in 
Gujarat and a cement factory in Jammu and Kashmir. It is pro¬ 
posed to start new textile mills and light engineering industries 
in backward areas. Among the projects exj)ected to be »et np in 
private sector for the benefit of under-developed regions may be 
mentioned an aluminium plant in Uttar Pradesh, a fertiliser fac¬ 
tory, a nylon factory, caustic soda factory in Rajasthan, synthetic 
rubber and paper pulp factory in Assam and an automobile fac- 
tory in Kerala. 

There is also a proposal to set up industrial development 
area in backward regions. In selected areas of such regions will be 
provided basic facilities like power, water, communications, fac¬ 
tory sites developed for medium-sized industries along which 
ismall-scale industries might also grow. 

Besides, every major project should be regarded as a nucleus 
for integrated development of the regipn as a whole. A number 
•of schemes aiming at the development of improved agriculture, 
processing and other industries can be takten up around each • 
multipurpose project. Similarly, steel plants and otja^^ iM'ge 
industrial projects provide a basis for the'developSnte||b^'<|||ai^ 
«nd medium industries and for programmes of ^llikicatibnr 
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training. Financial provision has been made in the State plans 
for expansion of the general education base and for technical 
training. This would remove a great handicap of the less-deve¬ 
loped areas in achieving rapid economic progress. Also, it will 
improve labour mobility for technically trained people who can 
easily move from one area to another. • 

Special study group has been set up for assessing the levels, 
of development in different regions. The indicators of such* 
development are agricultural production, industrial production,, 
investment, unemployment, electricity consumption, irrigated 
area, value of output by commodity producing sectors, levels of 
consumption expenditure, road mileage, primary and secondary 
education, occupational distribution of population, etc. One 
such survey has recently been done in respect of four districts 
of Eastern Uttar Pradesh. In order to identify the pr<»l»lems of 
different regions and assessing their needs and pt)tentialities, 
scientific and technical surveys are undertaken by special agen¬ 
cies like Gas Commission, Central Water and Power Cori)rais.sion, 
Indian Council of Agricultural Research, Council of Scientifie and* 
Industrial Research, elc. 

Conclusion. ‘A Little Done and Vast Undone’ is the sum* 
total of the efforts made in India so far in the direction of balajic- 
cd regional development. But development of regions and of the 
national economy as a whole must be viewed as parts of i single 
proe(>ss and we must guard against putting excessive emphasis 
on the problems of jiartieular regions for the time being. Differ¬ 
ent regions can realise their full notential for growth only as- 
integral parts of the country. As the national economy advances 
forward and there is a ri.se in the living standards of the people, 
regional devilopment will also take shape. For this the regions 
must wait patiently and in the meantime be content with invest¬ 
ments in agricultural devidopment, rural works programmes and 
social overheads. 

As for the Fourth Plan, the Planning Commission has put 
forward some concrete measures to achieve balanced develop- 
mf*nt of industries. The CommLssion say.s that when other things, 
are nearly equal, weightage should b(‘ given to backAvard States 
for the location of new publie-seetor industries. Urbanisation 
having reached a saturation limit in the metropolitan areas of 
Bombay and Calcutta, it will he desirable to think of other 
nucleli for industrial development. Thus these two States must 
now make appropriate provision for the development of new cen¬ 
tres of industry. The location pattern for new sugar mills may 
be based on a deliberate policy of industrialisation in rural areas. 
Similarly, the location pattern of the agro-based conramer mdiM- 
tries may also be oriented tov/ards the rural areas in contigruity 
to*th^'®rpply of raw materials instead of their concentration at 
already developed. 
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• Banking and Industrial Finance in India. 

: Fvhlic Sector in India. 

: Industrial Evolution in India in Recent Times. 

: Indian Don and Steel Industry. 

: Indian Cotton Tertile Industry (Annual). 

: Indian Sugar Industry (Annual). 

: Capital Market in a Developing Economy. 

; Labour Problems in Indian Industry 

• Industrial Economy of India. 

: Industrial Organisation of India 
; Business Savings in India 
: StructuK of Indian Industries. 

. Indian Cotton Text lit Industry 
; Industrial Relations in India 
: The Corporate Sector in India. 

Managing Agency System in India. 

Ptohhms of Policy fur Economic Deve¬ 

lopment. 

• T'rade VnionUan in India. 

: Programmes of Industrial Devetopment (1956-81) 

■ Pi ogrammea of Indust, tal Development (1961-66) 

: Five-Year Plans (Relevant Chapters). 

: Structure of Public Enterprise in India. 

• Industrial Change in Ind.a. 


-do- : Some Aspects oj Industrial Finance in India. 

-do : Capital Requirement and Capacity Qroieth tn 

Modem industry in India. 

Report of the Village and Small Scale Industrin (Karve) Committee* 

Report of the International Perspective Planning Team (On the Development of 
Small Scale Industries m India). 

Rastogi : Indian Industrial Labour. 

SiUBA, S.L.N. : The Capital Market in India, 

Samant and Mdjucv ; Organisation of Finance and Industry »n India. 

'Bastby, N.S.B. : Statistical Study of India's Industrial lisve- 

lopment. 

Shiva Bao i Industrial Worker in India. 

Singh, V 1 1 industrial Labour ifi India . 

SfavAMelVA, KC. : Stxdal Seewiiy tn India. 
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TRADE AND TRANSPORT 


Adabjcas, B.P. ; Indian Fiscal Policy. 

Bhavkagar and OTHTaaa : Transport in Modern India. 

Committee on^Transport Policy and Co-ordination—Preliminary Report (1961). 
Datta, Bhalatosh ; Exports and Economic Development. 

Gtottt, D.N. : India’s Balance of Payments, 1920-60- 

GawottIiI, B.N. : India’s Foreign Trade. 

Indian Railways, 1961-62 (Ministry of RaijwayB). 

Indian Railways’ 100 Years, 1853-1953 (Ministry of Railways). 


Jha, L.K. ; India’s Foreign Trade, Parts T arul II. 

JoHMSOSr, J. : Economics of India?). Rail Transpo-t. 

Mtjkheiuee : India's Balance of Rcitpnents a?id Economic 

Development. 

A Policy for Foreign Trade. 

Five-Year Plans (Cliaptors on Trimsjjort and 
Foreign Trade). 

India’s Foreign Trade. 6'ince 1800. 

Report of the Import and Export Policy (Mndaliar) Conimittee, 1962. 

Reserve Bank OF India : India's Balance of Payrmnte. 

Report of the Transport Reorganisation Committe-e. 

Singh, Manmohan : Export 'Trends and I’mspects for EclJ-sustained 

Crmvth. 


Patel, H.M. 

Planning CoMMissrov (iNDx.t.) 
Rat, Parimal 


Tiwabi 
Vakil, C.N. 
Vabshney, R.L. 
Verghese, S.K. 


: Railways in Modern India. 
: India’s Trade. 

; India’s Foreign Trade. 

: India’s Foreign Trade. 


CURRENCY, EXCHANGE, BANKING AND PRICES 


Almaula, N.K. 
Chablani 
Conan, A.R. 
Dadaohanji 
Gowda, K.V. 

Qxtfta, G.P. 


: Operations of the Reserve Bank of India. 

: Iwhan Currency and Exchange. 

: The RatiotuUe of the Sterling Area (1961). 

: Monetaiy System of India. 

: International Currency Plans and Expansion 
of World Trade. 

: Reserve Bank of India ami Monetant Manage¬ 
ment. 


Jain, L.O. 

Jain, L.C. 
Madan, B.K. 

Malhoxba, D.K. 


Monetary Problems of India. 

Indigenous Banking in India. 

The Role of Monetary Policy in a Developing 
Economy. 

History and Problems of Indian Currency and. 
Exchange.. 


Mishra 

Mitbanjan, S.K. 

Panandikab, s o. 

Planning Commission (India) 
Reserve Bank of India 
Rbsebv iJK o? India 

1 -do- 

- '1 ' 'S 


: Post-war Banking in India. 

; Modern Banking in India. 

; Banking in India. 

: F»tv.r«a/-i'lana (Relevant Chapters). 

: Outline of Exchange Control in India (J 966). 
: Reports on Currency and Finance 
: Trends and Progresa'of Banking 

(Annual). _, ' it' 

t Functions and Working 
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Raj, K M The Monetary Policy o/ the Beeerw Bank of 

India 

Report of the Central Banking Oomtmttee 

Savear JomMock Banking tn Indvi « 

Saybbs, R S Central Banking in Undeveloped Oountnee 

Sbn, S N Central Banking «n Undeveloped Money MorttttO' 

SxiKi, J D Problerne of Monetary Policy in an Under 

developed Country 

Bhabma, KK Indian Money Mai Let 

V 4lK1l and Mttbakjam Currency and Pricee in India 


INDIAN PUBUC FINANCE 


Bhabuava, R N Indian Public Finance 

ChbIiLIAH, Raja, J Fieeul Policy tn T nder developed Countries 

Gofai., M H ^ Studies in Indian Publu, Finance 

GniAW, I S Capital Taration in a Developing koonomy 

Gyajt Oh wd Federal Finance 

Kaidob, N Indian Tax Bef 01 m 1456 

MnsKA, li R Provincial Finance 

Mukhebjfb, 8 K a Critique of the Budgetary Policy of t/n, 

Government of India Since 193S 

Pbesx, A R Public Finance tn Under developed Countries 

Beport of the Taxation Enquiry Commission 
Hiport of the Finance Commieaton 
Reserve Bunk of India Bulletin 

bABOiA. G S Indian Tax Stiucture and Economic Develop 


Tbtpaihi R K 
do 

Thomas P T 
Wald H P 


Fiical Policy and Economic Development of 
India 

Public Finance tn Under developed Countries 
Growth of Federal Finance in India 
Taxation of ignculturul Land in Under 
developed Countiiee 


ECONOMIC DEVELOPMENT AND PLANNING IN INDIA 


Bbbbill K (Ed ; 


Economic Development u ith Special R ferenoe 
to Bast Asia 


CHASBAVABtY, & Logic of Investment Planning 

ObtJxbalStaiistical Ojigaki Estimates of National Income 
SATioN (Govkbnmbki of 
India) 

Di'^tfibution of Income and Levels of Living (MiihalanobtB Committaa Asport) 
Gadoxl, D R Planning and Economic Ptdicy *n India 

QAi^|ffiLAtTH, 3 K Economic Development in Perspective 

QBosh, 8 K Financing of Economii Development 

Oovbbkment Of iKDZA Problems in the Third Plan — A Critical Mu- 

* esUany 

OoTBsmiptsrT Of iBstA • Eeonemic Survey 'Annual) 

iKDuSer fCATStSTtbAX. iNttTmnte . Eeonmntc Strategy and the Third Plan. 

I'fSspANt Kjwibwa - Fifteen Years of Planning in Indw, Vol. I 

^ (The Indian Outline), V61 U (Sectoral 

Developmeta). 


Gadoil, D R 

QAI^pBAtTH, J K 

QBosH, 8 K 

OOVBBKMENT Of IKDZA 
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OOTf SmlptBT Of iBStA 
iNDuSer 9«AT!ts!n!bAX. iNttTmnte 
IfsspAN, KmiaTA ^ - 
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Lxwis, J.P. 

M^dak, B.S 1. 

Mahalaxobis, F.C. 
MalbotaTOj W. 

Makhot, S.R. 
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-do- 
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Rhodaway, W.B. 

Rao, V.E.R.V. 

-do- & Dhabau Nabun 
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-do- 

SXMKA, S.L.N. 

Sachs, Ionaot 


QmU Criaia in India. •" 

Aapecta of Economic Dtvflopmfni and Policy. 
Talka on Planning. 

Proapecta of Indian Development. 

Ooneentrahon of Economic Power in Jndm. 
Five-Year Plana (Relevant Pottirm). 

Reoiewa of the Five Year Plnns. 

Julian Economic Growth. 

Employment Aapecta of Planning in Under¬ 
developed Countries 

The Development oj Indian Economy 
Essays in Economic Development. 

Foreign Aid and Economic Development. 
Capital Formation and Economic Jn vilcpment 
Pricing and Fiscal Policy. 

Development with Stmbililg 
Pattern of Public Sector tn Under rU vtinptd 
Economies. 


Sbb, A.K. • Choice of Techniquen. 

TAirnON, B.C. (Ed.) : t'he Third Fice-Ycnr Pinn and India'a Eiono 

mic Growth. 

United Natiokb (Ecafk) : Economic Suivey of Asia and the Par-East 

(Annual), 

Vabil aHD Brahuakand : Planning in an Expanding Economy. 

Vakil, C.N. : Poverty and Development 

Ward, Barbara : India and the West. 

World Economic Survey (Annual), 













